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RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


MONDAY, MARCH 11, 1957 


Rouse or REPRESENTATIVES, 
SUBCOMMITTEE ON COMMERCE AND FINANCE 
OF THE COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to call, in room 1334 
New House Office Building, Hon. Peter F. Mack, Jr. (chairman of 
the subcommittee ), presiding. 

Mr. Mack. The committee will be in order. 

Pursuant to the direction of the distinguished chairman of the 
Committee on Interstate and Foreign Commerce, the Honorable Oren 
Harris, of Arkansas, the Subcommittee on Commerce and Finance is 
meeting this morning to hear from the Members of Congress who have 
introduced legislation pending before this committee to amend the 
Railroad Retirement Act and the Railroad U nemployment Insurance 
Act. 

There are 44 such bills pending before the committee, and they were 
introduced by 30 Members of Congress. The list of bills and the 
authors of such bills are as follows: 

H. R. 583, by Mr. Celler, of New York. 

H. R.8 50, by Mr. O’Brien, of New York. 

H. R. 880, , by Mr. Poff, of Virginia. 

H.R. 900, by Mr. Rabaut, of Michigan. 

H. R. 1008, by our colleague on this committee, Mr. Williams, of 
Mississippi. 

H. R. 2033, by Mrs. St. George, of New York. 

H, R. 2164, H. R. 2165, and H. R. 2166, by Mr. Powell, of New 
York. 

H. R. 2233, by Mr. O’Konski, of Wisconsin. 

H. R. 3115, H. R. 3116, H. R. 3420, H. R. 3421, and H. R. 3422, by 
Mr. Van Zandt, of Pennsylvania. 

H. R. 3545 s by Mr. Zelenko, of New York. 

H. R. 3755 and H. R. 37 56, by Mr. Cunningham, of Iowa. 

H. R. 3855, by Mr. O’Konski, of Wisconsin. 

H. R. 3974, by Mr. Dorn, of South Carolina. 

H. R. 4187, by Mr. Burdick, of North Dakota. 

H. R. 4194 and H. R. 4195, by Mr. Davis, of Georgia. 

H.R. 4312, by Mr. Vursell, of Illinois. 

H. R. 4353, by our distinguished chairman of this committee, Mr. 
Harris, of Arkansas. 
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H. R. 4354, by our distinguished ranking minority member of this 
committee, Mr. Wolverton, of New Jersey. 
H. R. 4523, by Mr. Poff, of Vi irginia. 
H. R. 4530, , by Mr. Van Zandt, of Pennsylvania. 
_R. 4620, , by Mr. Tollefson, of Washington. 
_R. 4676 and H. R. 4677 , by Mr. Byrd, of West Virginia. 
. R. 4760, by Mr. Cole, of New York: 
. R. 4817, by Mr. Perkins, of Kentucky. 
. R. 4914, by Mr. George, of Kansas. 


= 4 4926, by our colleague on this committee, Mr. Loser, of Ten- 
+ 


5022, by Mr. Hyde, of Maryland. 
5057, by our colleague on this committee, Mr. Rhodes, of Penn- 
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LR, 525 55, by Mr. Withrow, of Wisconsin. 
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. 5338, by Mr. Teller, of New York. 
H. R. 5456, by Mr. Blatnik, of Minnesota. 


H. R, “3679, by our colleague of this committee, Mr. Macdonald, of 
Massachusetts. 


H. R. 5681, by Mr. Moore, of West Virginia. 

H. R. 5731, by Mr. Celler, of New York. 

And H. R, 5772, by our colleague on this committee, Mr. Staggers, 
of West Virginia. 

Four bills were superseded by later bills and are, therefore, not 
counted in the above list. These bills are H. R. 3117 and H. R. 3118, 
which were superseded by H. R. 3420 and H. R. 3421, respectively, 
and H. R. 4101 and H. R. 4102, which were super seded by H. R. 435 
and 4354, respectively. 

(The bills referred to are as follows :) 
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[H. R. 583, 85th Cong., 1st sess.] 


&\ BILL To amend the Railroad Retirement Act of 1937 to provide increases in benefits, and 
for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad Re- 
tirement Act of 1937, as amended, is amended by striking out “2.76”, “2.07”, and 
*1.38” and inserting in lieu thereof ‘ 3.18”, “2.38”, and “1.59”, respectively. 

(b) So much of section 3 (e) of such Act as precedes “Provided, however’ 
ls amended to read as follows: “(e) In the case of an individual having a cur- 
rent connection with the railroad industry, the minimum annuity payable shall, 
before any reduction pursuant to section 2 (a) 3, be whichever of the fol- 
lowing is the least: (1) $4.76 multiplied by the number of his years of service ; 
br (2) $79.35; or (8) his monthly compensation :”’. 

Sec. 2. (a) The first sentence of section 5 (f) (2) of the Railroad Retirement 
Act of 1937, as amended, is amended by striking out “and 7 per centum of his or 
her compensation after December 31, 1946 (exclusive in both cases of com- 
pensation in excess of $300 for any month before July 1, 1954, and in the latter 
ease in excess of $350 for any month after June 30, 1954)”, and inserting in lieu 
thereof “7 per centum of his or her compensation paid after December 31, 1946, 
and prior to July 1, 1957, and 8 per centum of his or her compensation paid after 
June 30, 1957 (exclusive of compensation in excess of $300 for any month be- 
fore July 1, 1954, and in excess of $350 for any month after June 30, 1954)”. 

(b) Section 5 (h) of such Act is amended by striking cut “$30”, “$160”, and 
‘$14” wherever they appear and inserting in lieu thereof “$34.50”, “$184”. and 
*$16.10”, respectively. 

(ec) Section 5 (1) (10) of such Act is amended by striking out “40”, “10”, “$14”, 
“$33.33”, “$25”, and “$13.33” wherever they appear and inserting in lieu thereof 
“46”, “1114”, “$16.10”, “$38.33”, “$28.75”, and “$15.33”, respectively. 
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Sec. 3. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
annuities under that Act awarded before July 1, 1957, and all annuities under 
the Railroad Retirement Act of 1935 are increased by 15 per centum. 

Sec. 4. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retire- 
ment Tax Act are each amended by striking out “after December 31, 1954’’ wher- 
ever it appears and inserting in lieu thereof “after June 30, 1957”, and by striking 
out “after 1954” and inserting in lieu thereof “after June 1957”. 

(b) (1) Sections 3201 and 3221 of such Act are each amended by striking out 
“614 percent” and inserting in lieu thereof “714 percent’. 

(2) Section 3211 of such Act is amended by striking out “12% percent” and 
inserting in lieu thereof “1414 percent”’. 

Sec. 5. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: 
“Notwithstanding any other provision of law, the amount of the tax imposed on 
the income of any individual by this section shall be excluded from such indi- 
vidual’s gross income for purposes of chapter 1 and from such individual's 
‘wages’ for purposes of chapter 24.” 

Sec. 6. (a) The amendments made by the first section of this Act and by 
subsection (b) of section 2 shall be effective only with respect to annuities (not 
including annuities to which section 3 applies) accruing for months after June 
1957. The amendments made by subsection (c) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1957 and lump- 
sum payments (under section 5 (f) (1) of the Railroad Retirement Act of 1937) 
in the case of deaths occurring after June 1957. Section 3 shall be effective only 
with respect to pensions due in calendar months after July 1957 and annuities 
accruing for months after June 1957. 

(b) The amendments made by section 4 shall be effective only with respect to 
compensation paid after June 30, 1957, for services rendered after such date. 
The amendments made by section 5 shall apply with respect to taxable years 
ending after June 30, 1957, but only with respect to compensation paid after 
such date for services rendered after such date. 


[H. R. 850, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide increases in benefits 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad Re- 
tirement Act of 1937 is amended by striking out “2.76”, “2.07”, and “1.38” and 
inserting in lieu thereof “3.18”, 2.38”, and “1.59”, respectively. 

(b) So much of section 3 (c) of such Act as precedes “Provided, however” 
is amended to read as follows: “(e) in the case of an individual having a current 
connection with the railroad industry, the minimum annuity payable shall, before 
any reduction pursuant to section 2 (a) 3, be whichever of the following is the 
least: (1) $4.76 multiplied by the number of his years of service; or (2) $79.35; 
or (3) his monthly compensation :”. 

Sec. 2. (a) The first sentence of section 5 (f) (2) of the Railroad Retirement 
Act of 1937 is amended by striking out “and 7 percentum of his or her com- 
pensation after December 31, 1946 (exclusive in both cases of compensation in 
excess of $300 for any month before July 1, 1954, and in the latter case in ex- 
cess of $350 for any month after June 30, 1954)”, and inserting in lieu thereof 
“7 per centum of his or her compensation paid after December 31, 1946, and 
prior to July 1, 1956, and 8 per centum of his or her compensation paid after 
June 30, 1956 (exclusive of compensation in excess of $300 for any month before 
July 1, 1954, and in excess of $350 for any month after June 30, 1954)”. 

(b) Section 5 (h) of such Act is amended by striking out “$30”, “$160”, and 
“$14” wherever they appear and inserting in lieu thereof “$34.50”, “$184”, and 
“$16.10”, respectively. 

(c) Section 5 (1) (10) of such Act is amended by striking out “40”, “10”, 
“$14”, “$33.33”, “$25”, and “$13.33” whereever they appear and inserting in lieu 
thereof “46”, “1114”, “$16.10”, “$38.33”, “$28.75”, and “$15.33”, respectively. 
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Sec. 8. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
annuities under that Act awarded before July 1, 1956, and all annuities under 
the Railroad Retirement Act of 1935 are increased by 15 per centum. 

Sec. 4. (a) Sections 3201, 3202 (a), 3211 and 3221 of the Railroad Retirement 
Tax Act are each amended by striking out “after December 31, 1954’ wherever it 
appears and inserting in lieu thereof “after June 30, 1956”, and by striking out 
“after 1954” and inserting in lieu thereof “after June 1956”. 

(b) (1) Sections 3201 and 3221 of such Act are each amended by striking out 
“614 percent” and inserting in lieu thereof “714 percent’. 

(2) Section 3211 of such Act is amended by striking out “12% percent” and in- 
serting in lieu thereof “14% percent”’. 

Sec. 5. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: 
“Notwithstanding any other provision of law, the amount of the tax imposed 
on the income of any tndividual by this section shall be excluded from such in- 
dividual’s gross income for purposes of chapter 1 and from such individual’s 
‘wages’ for purposes of chapter 24.” 

Sec. 6. (a) The amendments made by the first section of this Act and by sub- 
section (b) of section 2 shall be effective only with respect to annuities (not 
including annuities to which section 3 applies) accruing for months after June 
1956. The amendments made by subsection (c) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1956 and lump-sum 
payments (under section 5 (f) (1) of the Railroad Retirement Act of 1987) in 
the case of deaths occurring after June 1956. Section 3 shall be effective only 
with respect to pensions due in calendar months after July 1956 and annuities 
accruing for months after June 1956. 

(b) The amendments made by section 4 shall be effective only with respect 
to compensation paid after June 30, 1956, for services rendered after such date. 
The amendments made by section 5 shall apply with respect to taxable years 
ending after June 30, 1956, but only with respect to compensation paid after 
such date for services rendered after such date. 


[H. R. 880, 85th Cong., 1st sess.] 
A BILL To amend the Railroad Retirement Act of 1937, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Railroad 
Retirement Act Amendments of 1957”’. 

Sec. 2. Paragraphs numbered 2 and 3 of section 2 (a) of the Railroad Retire- 
ment Act of 1947, as amended, are amended to read as follows: 

“2. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service. 

“3. Individuals who will have completed thirty-five years of service, without 
regard to age’. 

Sec. 3. Section 3 (c) of such Act is amended to read as follows: 

“(c) The ‘monthly compensation’ shall be the average compensation paid to an 
employee with respect to calendar months included in his ‘years of service’, 
except that with respect to service prior to January 1, 1937, he shall be credited 
with monthly compensation in an amount equal to the average compensation 
paid to him monthly for the five calendar years (consecutive or nonconsecutive) 
included in his ‘years of service’ for each of which he received aggregate compen- 
sation exceeding that received by him for any other such calendar year, provided 
that in computing ‘monthly compensation’, no part of any month’s compensation 
in excess of $350 shall be recognized.” 

Sec. 4. All recertifications required by reason of any amendment made by this 
Act shall be made by the Railroad Retirement Board without application therefor. 


(Nore.—Bills identical with H. R. 880 are: H. R. 3755, H. R. 3974, 
H. R. 4312, and H. R. 4676.) 
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{H. R. 900, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide that certain employees 


who terminate their railroad empivyment shall be entitled to a refund of the railroad 
retirement taxes which they have paid 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Railroad Retirement Act 
of 1937 is amended by adding at the end thereof the following new subsection : 

“(h) REFUND Upon TERMINATION OF RAILROAD EMPLOYMENT IN CERTAIN 
CaAsEs.—(1) Whenever an employee shall have terminated his railroad emplog- 
ment, having completed less than ten years of service, such employee shall upon 
application be paid in a lump sum an amount equal to the total amount of the 
taxes paid by him under section 1500 of the Internal Revenue Code of 1939 and 
section 3201 of the Internal Revenue Code of 1954 with respect to his railroad 
employment, plus interest on such amount from the respective times of the pay- 
ment of such taxes at the rate of 6 per centum per annum. For purposes of this 
subsection, an employee shall be deemed to have terminated his railroad employ- 
ment (whether before or after the date of the enactment of this Act) if he volun- 
tarily submits to his last employer a formal resignation from railroad employ- 
ment and files with the Board a copy of such resignation and an affidavit de- 
claring that he has severed all connections with the railroad industry and does 
not intend to return to railroad employment at any time. In the case of an 
individual who is not performing railroad employment on the date of the enact- 
ment of this subsection, and who does not intend to return to railroad employ- 
ment after such date, such individual shall be deemed to have terminated his 
railroad employment only if such resignation and affidavit are submitted and 
filed within one year after such date. 

“(2) No individual who applies for and receives a lump-sum payment under 
this subsection (and no dependent or survivor of any such individual) shall there- 
after be entitled under this Act to any benefit based upon the service with respect 
to which such payment was made. 

“(3) Application for a lump-sum payment under this subsection may be made 
at any time, except as otherwise provided in paragraph (1).” 

Sec. 2. Section 5 (f) of the Railroad Retirement Act of 1937 is amended by 
adding at the end thereof the following new paragraph : 

“(3) No payment under this subsection shall be made with respect to the 
death of any employee if such employee shall have received a lump-sum payment 
under section 2 (h) (1).” 

Sec. 3. Section 5 (k) (1) of the Railroad Retirement Act of 1937 is amended 
by adding at the end thereof the following new sentence: “Title II of the Social 
Security Act shall not apply pursuant to this paragraph to any service with re- 


spect to which a lump-sum payment shall have been made under section 2 (h) 
(1).” 


[H. R. 1008, 85th Cong., Ist sess.] 


A BILL To repeal the provisions of the Railroad Retirement Act which reduces the 
annuities of the spouses of retired employees, and the survivors of deceased employees, 
by the amount of certain monthly benefits payable under the Social Security Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress Assembled, That the third proviso in section 2 (e) of 
the Railroad Retirement Act of 1937, as amended (which proviso relates, in part, 
to the reduction of the spouse’s annuity by the amount of certain insurance 
benefits under the Social Security Act), is amended to read as follows: “And 
provided further, That any spouse’s annuity shall be reduced by the amount 
of any annuity to which such spouse is entitled, or on proper application would 
be entitled under subsection (a) of this section or subsection (d) of section 5 
of this Act”’. 

Sec. 2. The second sentence of section 5 (g) (2) of such Act (which relates 
to the correlation of payments to survivors) is repealed. 

Sec. 3. This Act shall take effect with respect to benefits accruing under the 
Railroad Retirement Acts after October 30, 1951. 

Sec. 4. In the case of any deceased individual whose death occurred before 
the first day of the first month following the month in which this Act is enacted, 
so much of any annuity payment as is due such individual by reason of the enact- 
ment of this Act shall be paid only— 


(1) to the widow or widower of the deceased, if such widow or widower 
is living on such first day ; or 
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(2) if there is no such widow or widower, to the child or children of the 
deceased if such child or children are living on such first day. 
For the purposes of this section, the .erms “widow”, “widower”, and “child” have 
the same meanings as those assigned to such terms by section 5 (1) (1) of the 
Railroad Retirement Act of 1937, as amended. 


[H. R. 20338, 85th Cong., 1st sess.] 


A BILL To prvvide that railroad employees may retire on a full annuity at age sixty or 
after serving thirty years; to provide that such annuity for any month shall be not less 
than one-half of the individual’s average monthly compensation for the five years of 
highest earnings ; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (a) of the Railroad Retirement 
Act of 1937, as amended, is amended by adding at the end thereof the following: 

“6. Individuals who will have attained age sixty or will have completed thirty 
years of service. The annuity under this paragraph shall be computed under 
section 3 of this Act; except that in no case shall the annuity under this para- 
graph be less than one-half of the monthly compensation (as used in section 3 (c) 
of the Act) for the five consecutive years of service during which his aggregate 
compensation was highest. In the application of the preceding sentence, proper 
adjustment shall be made in the monthly compensation in order that the indi- 
vidual will not be penalized for absence from service by permission, sickness, 
or injury. 

“In the case of any individual awarded an annuity under paragraph 6, the 
eligibility of his spouse and survivors for benefits under this Act, and the amount 
of any such benefit, shall be determined as if paragraph 6 had not been enacted.” 

Sec. 2. The amendment made by the first section of this Act shall apply only 
with respect to annuities accruing for calendar months beginning more than 
ninety days after the day on which this Act is enacted. 


(Nore.—Bills identical with H. R. 2033 are: H. R. 2166 and H. R. 
3115.) 


[H. R. 2164, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide increases in benefits, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad 
Retirement Act of 1937 is amended by striking out “2.76”, “2.07”, and “1.38” 
and inserting in lieu thereof “3.18”, “2.38”, and “1.59”, respectively. 

(b) So much of section 3 (c) of such Act as precedes “Provides, however” is 
amended to read as follows: “(e) In the case of an individual having a current 
connection with the railroad industry, the minimum annuity payable shall, 
before any reduction pursuant to section 2 (a) (3), be whichever of the fol- 
lowing is the least: (1) $4.76 multiplied by the number of his years of service; 
or (2) $79.35; or (3) his monthly compensation :”. 

Sec. 2. (a) The first sentence of section 5 (f) (2) of the Railroad Retirement 
Act of 1937 is amended by striking out “and 7 per centum of his or her com- 
pensation after December 31, 1946 (exclusive in both cases of compensation in 
excess of $300 for any month before July 1, 1954, and in the latter case in excess 
of $350 for any month after June 30, 1954)”, and inserting in lieu thereof “7 
per centum of his or her compnsation paid after December 31, 1946, and prior 
to July 1, 1956, and 8 per centum of his or her compensation paid after June 30, 
1956 (exclusive of compensation in excess of $300 for any month before July 1, 
1954, and in excess of $350 for any month after June 30, 1954)”. 

(b) Section 5 (h) of such Act is amended by striking out “$30”, “$160”, and 
“$14” wherever they appear and inserting in lieu thereof “$34.50”, “$184”, and 
“$16.10”, respectively. 

(c) Section 5 (1) (10) of such Act is amended by striking out “40”, “10”, 
“$14”, “$33.33”, “$25”, and “$13.33” wherever they appear and inserting in 
lieu thereof “46”, “1114”, “$16.10”, “$38.33”, “$28.75”, and “$15.33”, respectively, 

Sec. 3. All pensions under section 6 of the Railroad Retirement Act, all joint 
and survivor annuities and survivor annuities deriving from joint and survivor 
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annuities under that Act awarded before July 1, 1956, and all annuities under 
the Railroad Retirement Act of 1935 are increased by 15 per centum. 

Sec. 4. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retire- 
ment Tax Act are each amended by striking out “after December 41, 1954” 
wherever it appears and inserting in lieu thereof “after June 30, 1956”, and by 
striking out “after 1954” and inserting in lieu thereof “after June 1956”. 

(b) (1) Section 3201 and 3221 of such Act are each amended by striking out 
“6, percent” and inserting in lieu thereof “74 percent’. 

(2) Section 3211 of such Act is amended by striking out “12% percent” and 
inserting in lieu thereof “1414 percent”. 

Sec. 5. Sections 3201 and 3211 of the Railroad Retirement Tax Act are each 
further amended by adding at the end thereof the following new sentence: “Not- 
withstanding any other provision of law, the amount of the tax imposed on 
the income of any individual by this section shall be excluded from such individ- 
ual’s gross income for purposes of chapter 1 and from such individual’s ‘wages’ 
for purposes of chapter 24.” 

Sec. 6. (a) The amendments made by the first section of this Act and by sub- 
section (b) of section 2 shall be effective only with respect to annuities (not in- 
cluding annuities to which section 3 applies) accruing for months after June 
1956. The amendments made by subsection (c) of section 2 shall be effective 
only with respect to annuities accruing for months after June 1956 and lump-sum 
payments (under section 5 (f) (1) of the Railroad Retirement Act of 1987) in 
the case of deaths occurring after June 1956. Section 3 shall be effective only 
with respect to pensions due in calendar months after July 1956 and annuities 
accruing for months after June 1956. 

(b) The amendments made by section 4 shall be effective only with respect 
to compensation paid after June 30, 1956, for services rendered after such date. 
The amendments made by section 5 shall apply with respect to taxable years 


ending after June 30, 1956, but only with respect to compensation paid after 
such date for services rendered after such date. 


[H. R. 2165, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide full annuities for 
individuals who have completed thirty years of service; to provide annuities thereunder 
to equal 50 per centum of taxable wages of the five years of highest earnings 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (a) of the Railroad Retirement 
Act of 1937 is amended by striking out numbered paragraphs 1, 2, and 3 and 
inserting in lieu thereof the following: 

“1. Individuals who will have completed thirty years of service.” 

Sec. 2. That section 3 (a) of such Act is amended to read as follows: 

“(a) An individual who completes thirty years of service shall receive 50 per 
centum of his taxable wages of his five years of highest earnings.” 

Sec. 3. Section 1500 of the Railroad Retirement Tax Act is amended to read 
as follows: 

“In addition to other taxes, there shall be levied, collected, and paid upon 
the income of every employee a tax equal to the following percentage of so much 
of the compensation not in excess of $400 for any calendar month: 

“1, With respect to compensation paid, the rate shall be 64% per centum.” 

Sec, 4. Section 1520 of such Act is amended by substituting wherever there 
appears the amounts $350 to read $400, and numbered paragraphs 1, 2, and 3 
is struck out, and the following to be inserted in lieu thereof : 

“1. With respect to compensation paid the rate shall be 644 per centum.” 

Sec. 5. (a) The amendments made by this Act shall be effective with respect 
to all annuities heretofore or hereafter awarded and payable for the months be- 
ginning on or after the first day of the first calendar month beginning after the 
date of the enactment of this Act. 


(b) Nothing contained in this Act shall reduce any annuity now paid or pro- 
vided for. 
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[H. R. 2233, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Retirement Act of 1937 to provide a new method for 
determining “monthly compensation” in computing annuities, and to eliminate all 
restrictions upon the right of a spouse to receive benefits simultaneously under that 
Act and the Social Security Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 3 (c) of the Railroad Retirement 
Act, as amended, is amended to read as follows: 


“MONTHLY COMPENSATION 


“(e) The ‘monthly compensation’ shall be the average compensation paid to 
an employee with respect to the sixty calendar months included in the five calen- 
dar years (whether or not such years were consecutive) with respect to which 
years the aggregate compensation paid to the employee was higher than the 
aggregate compensation paid to him with respect to any other five calendar years. 
In computing the monthly compensation, no part of any month’s compensation 
in excess of $350 shall be recognized.” 

Sec. 2. The third proviso of section 2 (e) of the Railroad Retirement Act of 
1937, aS amended, is amended to read as follows: “And provided further, That 
any spouse’s annuity shall be reduced by the amount of any annuity to which 
such spouse is entitled, or on proper application would be entitled, under sub- 
section (a) of this section or subsection (d) of section 5 of this Act.”. 

Sec. 3. The amendments made by this Act shall apply only with respect to 
annuities accruing under the Railroad Retirement Act of 1937, as amended, for 
months after the month in which this Act is enacted. All recertifications re- 
quired by reason of the amendment made by the first section of this Act shall be 
made by the Railroad Retirement Board without application therefor. 


[H. R. 3116, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937, as amended, so as to provide full 

annuities, at compensation of half salary or wages based on the five highest years of 

earnings, for individuals who have completed thirty-five years of service or have 
attained the age of sixty 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 2 (a) of the Railroad 
Retirement Act of 1937, as amended, is hereby amended by striking out sub- 
sections 1, 2, and 3 and inserting in lieu thereof the following: 

“1. Individuals who on and after the enactment date will have completed 
thirty-five years of service or have attained the age of sixty.” 

Sec. 2. Wherever else in the Railroad Retirement Act of 1987, as amended, is 
found the phrase “the age of sixty-five” that phrase shall be changed to read “upon 
completion of thirty-five years of service or have attained the age of sixty.” 

Sec. 3. That section 3 (e) of the Railroad Retirement Act of 1937, as amended, 
is hereby amended by striking out subsections A, B, and C and inserting in lieu 
thereof “An individual who completes thirty-five years of service or attains the 
age of sixty shall receive one-half of the averaged rate of monthly compensation, 
not in excess of $300 per month, of his five highest years of earnings.” 

(1) In computing the five highest years of earnings an individual is not to be 
penalized due to absence from service by permission, sickness, or injury within 
that period of computation. 

Sec. 4. The amendment made by the first section of this Act shall be effective 
with respect to annuities payable four calendar months after the month in which 
this Act is enacted, and shall apply without application therefor, in the case of 
each individual whose annuity was reduced by one one-hundred-and-eightieth for 
each calendar month that he was under age sixty when his annuity began to 
accrue. 

Sec. 5. Nothing herein shall reduce any annuity or benefit now paid or provided 
for. 
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[H. R. 3117, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937, as amended, so as to eliminate 
certain deductions from a spouse’s annuity 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (e) of the Railroad Retirement 
Act of 1987, as amended, is amended by inserting the word “And” before the 
words “Provided further” in the second proviso thereof, by changing the colon 


at the end of the second proviso to a period and by striking therefrom all after 
such period. 


[H. R. 3118, 85th Cong., Ist sess. ] 


A BILL To amend the Railroad Retirement Act of 1937. to permit an annuitant to receive his 


annuity even though he renders compensated service for the outside employer by whom 
he was last employed before his annuity began to accrue 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the first paragraph of section 2 (a) 
of the Railroad Retirement Act of 1937, as amended, is amended to read as 
follows : 

“Sec. 2. (a) The following-described individuals, if they shall have been 
employees on or after the enactment date, and shall have completed ten years of 
service, shall, subject to the conditions set forth in subsections (b), (c), and (d), 
be eligible for annuities after they shall have ceased to render compensated 
service to an employer as defined in section 1 (a) :”. 

(b) Section 2 (b) of such Act, as amended, is amended by striking out ‘‘and 
of the person by whom he was last employed”. 

(c) Section 2 (d) of such Act, as amended, is amended by striking out “or to 
the last person by whom he was employed prior to the date on which the annuity 
began to accrue”. 

Sec. 2. The amendments made by this Act shall be effective with respect to 


annuities accruing during calendar months after the month in which this Act 
is enacted. 


[H. R. 3420, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Retirement Act of 1937, as amended, so as to eliminate 
certain deductions from a spouse's annuity 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (e) of the Railroad Retirement 
Act of 1937, as amended, is amended by inserting the word “And” before the 
words “Provided further” in the second proviso thereof, by changing the colon 


at the end of the second proviso to a period and by striking therefrom all after 
such period. 


[H. R. 3421, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to permit an annuitant to receive 
his annuity even though he renders compensated service for the outside employer by 
whom he was last employed before his annuity began to accrue 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the first pragraph of section 2 (a) 
of the Railroad Retirement Act of 1937, as amended, is amended to read as 
follows: 

“Sec. 2. (a) The following-described individuals, if they shall have been 
employees on or after the enactment date, and shall have completed ten years of 
service, shall, subject to the conditions set forth in subsections (b), (¢c), and (d), 
be eligible for annuities after they shall have ceased to render compensated serv- 
ice to an employer as defined in section 1 (a) :’. 

(b) Section 2 (b) of such Act, as amended, is amended by striking out “and 
of the person by whom he was last employed.” 

(c) Section 2 (d) of such Act, as amended, is amended by striking out “or to 
the last person by whom he was employed prior to the date on which the annuity 
began to accrue.” 

Sec. 2. The amendments made by this Act shall be effective with respect to 


annuities accruing during calendar months after the month in which this Act 
is enacted. 
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LH. R. 3422, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937. so as to provide a 25 per centum 
increase in widows’ annuities 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5 (a) of the Railroad Retirement 
Act of 1937, as amended, is amended (1) by striking out “equal to such employee’s 
basic amount” and inserting in lieu thereof “equal to 125 per centum of such 
employee's basic amount in the case of a widow and equal to such employee's basic 
amount in the case of a widower”, and (2) by striking out “the widow’s or wid- 
ower’s annuity shall be increased by such greater amount” and inserting in lieu 
thereof “the annuity shall be increased to 125 per centum of such greater amount 
in the case of a widow and increased to such greater amount in the case of a 
widower.” 

Sec. 2. Section 5 (b) of the Railroad Retirement Act of 1937, as amended, is 
amended (1) by striking out “equal to the employee’s basic amount” and inserting 
in lieu thereof “equal to 125 per centum of the employee’s basic amount”, and (2 
by striking out “increased to such greater amount” and inserting in lieu thereof 
“imecreased to 125 per centum of such basic amount.” 

Sec. 3. Section 3 (e) of the Railroad Retirement Act of 1937, as amended, is 
amended by inserting before the period at the end thereof a colon and the follow- 
ing: “Provided further, That any widow’s annuity to which the preceding proviso 
applies shall be further increased to 125 per centum of the amount of such an- 
nuity as determined under such proviso.” 

Sec. 4. The amendments made by this Act shall apply only with respect to 
annuities accruing under the Railroad Retirement Act of 1937 for months after 
the month in which this Act is enacted. All recertifications required by reason 
of such amendments shall be made by the Railroad Retirement Board without 
application therefor. 





[H. R. 3545, 85th Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide full annuities for all 
individuals who have completed thirty years of service at age sixty and reduced annuities 
for individuals who have completed thirty years of service at age fifty-five, and to 
increase the maximum annuity payable to an individual with thirty years of service 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (a) of the Railroad Retire- 
ment Act of 1937 is amended by striking out paragraphs 2 and 3, and by inserting 
in lieu thereof the following: 

“2. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service. 

“3. Individuals who will have attained the age of fifty-five and will have com- 
pleted thirty years of service, but the annuity of such an individual shall be 
reduced by one one-hundred-and-eightieth for each calendar month that he or 
she is under age sixty when the annuity begins to accrue.” 

Sec. 2. Section 3 (a) of the Railroad Retirement Act of 1937 is amended by 
adding at the end thereof the following new sentence: “Notwithstanding the pre- 
ceding sentence or any other provision of this Act, the annuity of an individual 
who has completed thirty years of service shall in no case be less than one-half 
of the average monthly compensation paid to such individual as an employee 
during the five calendar years (whether or not consecutive) with respect to 
which the aggregate compensation so paid to him was higher than the aggregate 
eompensation so paid to him with respect to any other five calendar years.” 

Sec. 3. The amendments made by this Act shall be effective only with respect 
to annuities accruing for months after the month in which this Act is enacted. 
All recertifications required by reason of such amendments shall be made by the 
Railroad Retirement Board without application therefor. 


LH. R. 3756, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Retirement Act of 1937 to permit an annuitant to receive 
his annuity even though he renders compensated service for the outside employer by 
whom he was last employed before his annuity began to accrue 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the first paragraph of section 2 (a) 
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of the Railroad Retirement Act of 1937, as amended, is amended to read as 
follows: 

“Sec. 2. (a) The following-described individuals, if they shall have been em- 
ployees on or after the enactment date, and shall have completed ten years of 
service, shall, subject to the conditions set forth in subsections (b), (c), and 
(d), be eligible for annuities after they shall have ceased to render compensated 
service to an employed as defined in section 1 (a) :”. 

(b) Section 2 (b) of such Act, as amended, is amended by striking out “and 
of the person by whom he was last employed”. 

(c) Section 2 (d) of such Act, as amended, is amended by striking out “or to 
the last person by whom he was employed prior to the date on which the an- 
nuity began to accrue”. 

Sec. 2. The amendments made by this Act shall be effective with respect to an- 
nuities accruing during calendar months after the month in which this Act 
is enacted. 


[H. R. 3855, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide a 10 per centum increase 
in the annuities and pensions payable to railroad employees and their survivors 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (a) of the Railroad Retire- 
ment Act of 1937 is amended by striking out “3.04”, “2.28”, and “1.52” and insert- 
ing in lieu thereof “2.35”, “2.51”, and “1.67”, respectively. 

(b) Section 3 (c) of such Act is amended by striking out “$4.55” and “$75.90” 
and inserting in lieu thereof ‘$5.00’ and “$83.50”, respectively. 

Sec. 2. Section 5 (h) of the Railroad Retirement Act of 1937 is amended by 
striking out “$33”, “$176”, and “$15.40” wherever they appear and inserting in 
lieu thereof “$36.30, “193.60”, and “$16.95”, respectively. 

Sec. 3. Section 5 (1) (10) of the Railroad Retirement Act of 1937 is amended 
by striking out “44”, “11”, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever 
they appear and inserting in lieu thereof “49”, “12”, “$16.95”, “$40.33”, “$30.25”, 
and “$16.13”, respectively. 

Sec. 4. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act heretofore awarded, and all annuities under 
the Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. The amendments made by the first three sections of this Act shall be 
effective only with respect to annuities (other than annuities to which section 4 
applies) aceruing for months after the month in which this Act is enacted. 
Section 4 of this Act shall be effective only with respect to pensions due in 
ealendar months after the month following the month in which this Act is 
enacted, and with respect to annuities accruing for months after the month in 
which this Act is enacted. All recertifications required by reason of such amend- 
ments shall be made by the Railroad Retirement Board without application 
therefor. 


{H. R. 4187, 85th Cong., 1st sess.] 


A BILL To amend section 3 (e) of the Railroad Retirement Act of 19387 to provide that 
the minimum amount of the annuity payable to any individual thereunder will not be 
affected by the retirement of such individual (or any other individual) to social security 
benefits 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 3 (e) of the Railroad Re- 
tirement Act of 1937 is amended by striking out “, or the additional amount,” 
and “or such additional amount”. 

(b) Section 3 (e) of such Act is further amended by striking out “and quarters 
of coverage” and inserting in lieu thereof the following: “and his wages and self- 
employment income actualiy credited under that Act were disregarded, and if 
quarters of coverage”, 

Sec. 2. The amendments made by the first section of this Act shall be effective 
only with respect to annuities accruing under the Railroad Retirement Act of 
1937 for months after September 1955. All recertifications, payments, and re- 
funds required by reason of such amendments shall be made by the Railroad Re- 
tirement Board without application therefor. 


90453—57——_2 
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[H. R. 4194, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act and the Social Security Act to eliminate 
all restrictions upon the right of an individual to receive benefits simultaneously under 
both Acts or to receive more than one annuity under the Railroad Retirement Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 (e) of the Railroad Retire- 
ment Act of 1937 is amended by striking out “: And provided further” and all 
that follows and inserting in lieu thereof a period. 

Sec. 2. Section 5 (g) of the Railroad Retirement Act of 1937 is repealed. 

Sec. 3. Section 202 (1) of the Social Security Act is repealed. 

Sec. 4. The amendments made by this Act shall apply only with respect to (1) 
annuities accruing under the Railroad Retirement Act of 1937, and monthly bene- 
fits payable under section 202 of the Social Security Act, for months after the 
month in which this Act is enacted, and (2) lump-sum death payments under 
such section 202 in the case of deaths occurring after the month in which this 
Act is enacted. 


[H. R. 4195, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to reduce from sixty to fifty the 
age at which certain permanently disabled individuals become entitled to receive their 
annuities 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the first sentence of paragraph 4 of 
section 2 (a) of the Railroad Retirement Act of 1937 is amended by striking 
out “sixty” and inserting in lieu thereof ‘fifty’. 

Sec. 2. The amendment made by the first section of this Act shall apply only 
with respect to annuities accruing for months after month in which this Act 
is enacted. 


[H. R. 4353, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Retirement Tax 
Act, and the Railroad Unemployment Insurance Act, so as to provide increases in 
benefits, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


Part I—AMENDMENTS TO THE RAILROAD RETIREMENT ACT OF 1937 


SeEcTION 1. (a) Section 2 (a) 3 of the Railroad Retirement Act of 1937 is 
amended to read as follows: 

“3. Individuals who will have attained the age of sixty and will have completed 
thirty years of service or, in the case of women, who will have attained the age of 
sixty-two and will have completed less than thirty years of service, but the an- 
nuity of such individual shall be reduced by one one-hundred-and-eightieth for 
each calendar month that he or she is under age sixty-five when the annuity 
begins to accrue.” 

(b) Section 2 (d) of such Act is amended by adding at the end thereof the 
following new sentence: “If pursuant to the third sentence of this subsection an 
annuity was not paid to an individual with respect to one or more months in any 
ealendar year, and it is subsequently established that the total amount of such 
individual’s earnings during such year as determined in accordance with that 
sentence (but exclusive of earnings for services described in the first sentence 
of this subsection) did not exceed $1,200, the annuity with respect to such month 
or months, and any deduction imposed by reason of the failure to report earnings 
for such month or months under the fifth sentence of this subsection, shall then 
be payable. If the total amount of such individual’s earnings during such year 
(exclusive of earnings for services described in the first sentence of this sub- 
section) is in excess of $1,200, the number of months in such year with respect 
to which an annuity is not payable by reason of such third and fifth sentences 
shall not exceed one month for each $100 of such excess, treating the last $50 or 
more of such excess as $100; and if the amount of the annuity has changed dur- 
ing such year, any payments of annuity which become payable solely by reason 
of the limitation contained in this sentence shall be made first with respect to 
the month or months for which the annuity is larger.” 
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(c) Section 2 (e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount.” 

(d) Section 2 (g) of such Act is amended by inserting after “wife under age 
65” the following: “(other than a wife who is receiving such annuity by reason 
of an election under subsection (h))”. 

(e) Section 2 of such Act is further amended by adding at the end thereof the 
following new subsection : 

“(h) A spouse who would be entitled to an annuity under subsection (e) if 
she or he had attained the age of 65 may elect upon or after attaining the age of 
62 to receive such annuity, but the annuity in any such case shall be reduced by 
one one-hundred-and-eightieth for each calendar month that the spouse is under 
age 65 when the annuity begins to accrue.” 

Src. 2. (a) Section 3 (a) of the Railroad Retirement Act of 1937 is amended 
(1) by striking out “3.04”, “2.28”, and “1.52” and inserting in lieu thereof “3.35”, 
“2.51”, and “1.67”, respectively ; and (2) by sttikimg out “$200” and inserting in 
lieu thereof “$250”’. 

(b) Section 3 (c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before July 1, 1957, 
or in excess of $400 for any month after June 30, 1957.”. 

(c) Section 3 (e) of such Act is amended (1) by striking out “$4.55” and 
“$75.90” and inserting in lieu thereof “$5.00” and “$83.50”, respectively; (2) by 
striking out “is less than the amount, or the additional amount” and inserting in 
lieu thereof “is less than 110 per centum of the amount, or 110 per centum of the 
additional amount”; (3) by inserting after “age sixty-five,” the following: 
“women entitled to spouse’s annuities pursuant to elections made under subsec- 
tion (h) of section 2 to be entitled to wife’s insurance benefits determined under 
section 202 (q) of the Social Security Act,”; and (4) by striking out “such 
amount of such additional amount” and inserting in lieu thereof “110 per centum 
of such amount or 110 per centum of such additional amount”’. 

Sec. 3. (a) Section 5 (f) (1) of the Railroad Retirement Act of 1937 is amended 
(1) by striking out of the first sentence the following : “who will have died leaving 
no widow, widower, child, or parent who would on proper application therefor 
be entitled to receive an annuity under this section for the month in which such 
death occurred”; (2) by inserting in the first sentence after “ten times the em- 
ployee’s basic amount” the following: “, but not to exceed a total of $750,” ; and 
(3) by striking out the fourth sentence. 

(b) Section 5 (f) (2) of such Act is amended by striking out “and 7 per 
centum of his or her compensation after December 31, 1946 (exclusive in both 
cases of compensation in excess of $300 for any month before July 1, 1954, and 
in the latter case in excess of $350 for any month after June 30, 1954),” and by 
inserting in lieu thereof the following: “‘plus 7 per centum of his or her compensa- 
tion paid after December 31, 1946, and before January 1, 1957, plus 74% per cen- 
tum of his or her compensation paid after December 31, 1956, and before January 
1, 1958, plus 8 per centum of his or her compensation paid after December 31, 
1957 (exclusive of compensation in excess of $300 for any month before July 
1, 1954, and in excess of $350 for any month after June 30, 1954, and before July 
1, 1957, and in excess of $400 for any month after June 30, 1957),’. 

(c) Section 5 (h) of sueh Act is amended by striking out “$33”, “$176”, and 
“$15.40” wherever they appear and inserting in lieu thereof “$36.30”, “$193.60”, 
and “$16.95”, respectively. 

(d) Section 5 (i) (1) (ii) of such Act is amended by striking out “or in which 
month he engaged on seven or more different calendar days in noncovered 
remunerative activity outside the United States (as defined in section 203 (k) 
of the Social Security Act)” and inserting in lieu thereof the following: “or, 
having engaged in any activity outside the United States, would be charged 
under such section 203 (e) with any earnings derived from such activity if it 
had been an activity within the United States”. 

(e) Clause (A) (i) of section 5 (1) (9) of such Act is amended by striking 
out the word “and” appearing after “July 1, 1954,” and by inserting after “June 
80, 1954,” the following: “and before July 1, 1957, and any excess over $400 
for any calendar month after June 30, 1957,”’. 

(f) Clause (A) (ii) of section 5 (1) (19) of such Act is amended (1) by 
inserting “and before 1957” after “1954” where it first appears; (2) by insert- 
ing after “$4,200” where it first appears the following: “, or for the calendar 
year 1957 is less than $4,500, or for any calendar year after 1957 is less than 
$4,800,”; (3) by striking out “$350” and inserting in lieu thereof “$400”; and 
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(4) by striking out “and $4,200 for the years after 1954, by” and inserting in lieu 
thereof the following: “, $4,200 for years after 1954 and before 1957, $4,500 
for the year 1957, and $4,800 for years after 1957, by”. 

(g) Section 5 (1) (10) of such Act is amended by striking out “44”, “11”, 
“$350”, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they appear and in- 
serting in lieu thereof “49”, “12”, “$400”, “$16.95”, “$40.33”, “$30.25”, and “$16.13”, 
respectively. 

Sec. 4, All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before July 1, 1957, and all annuities 
under the Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. (a) The amendments made by section 1 (other than subsection (b) 
thereof), by subsections (a) and (c) of section 2, and by subsections (c) and 
(d) of section 3 shall be effective only with respect to annuities (not including 
annuities to which section 4 applies) accruing for months after June 1957. The 
amendment made by subsection (b) of section 1 shall be effective with respect 
to annuities accruing during the calendar year 1957 and subsequent calendar 
years. The amendments made by subsections (a) and (b) of section 3 shall be 
effective only with respect to lump-sum payments (under sections 5 (f) (1) and 
5 (f) (2) of the Railroad Retirement Act of 1937) in the case of deaths occurring 
after June 1957. The amendments made by subsection (g) of section 3 shall 
be effective only with respect to annuities accruing for months after June 1957 
and lump-sum payments (under section 5 (f) (1) of the Railroad Retirement 
Act of 1937) in the case of deaths occurring after June 1957. Section 4 shall 
be effective only with respect to pensions due in calendar months after July 
1957 and annuities accruing for months after June 1957. 

(b) All recertifications required by reason of the amendments made by this 
part shall be made by the Railroad Retirement Board without application 
therefor. 


Part II—AMENDMENTS TO THE RAILROAD RETIREMENT TAx ACT 


Sec. 201. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retire- 
ment Tax Act are each amended (1) by striking out “after December 31, 1954” 
wherever it appears and inserting in lieu thereof “after June 30, 1957”, and (2) 
by striking out “$350” wherever it appears and inserting in lieu thereof “$400”. 

(b) Sections 3202 (a) and 3221 of such Act are each further amended by 
striking out “after 1954” and inserting in lieu thereof “after June 1957”. 

(c) Sections 3201 and 3221 of such Act are each further amended by striking 
out “614 percent” and inserting in lieu thereof “7% percent”. 

(d) Section 3201 of such Act is further amended by striking out the period at 
the end thereof and inserting in lieu of such period a colon and the following: 
“Provided, That the rate of tax imposed by this section shall be increased, with 
respect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to the number of percentage points (including fractional 
points) by which the rate of the tax imposed with respect to wages by section 3101 
at such time exceeds the rate provided by paragraph (2) of such section 3101 
as amended by the Social Security Amendments of 1956.” 

{e) Section 3211 of such Act is further amended by striking out “12% percent” 
and inserting in lieu thereof “15 percent’, and by striking out the period at the 
end thereof and inserting in lieu of such period a colon and the following: 
“Provided, That the rate of tax imposed by this section shall be increased, with 
respect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to twice the number of percentage points (including fractional 
points) by which the rate of the tax imposed with respect to wages by section 
3101 at such time exceeds the rate provided by paragraph (2) of such section 3101 
as amended by the Social Security Amendments of 1956.” 

(f) Section 3221 of such Act is further amended by inserting “(a)” before “In 
addition”, and by adding at the end thereof the following new subsection : 

“(b) The rate of tax imposed by subsection (a) shall be increased, with respect 
to compensation paid after December 31, 1969, for services rendered after such 
date, by a number of percentage points (including fractional points) equal at 
any given time to the number of percentage points (including fractional points) 
by which the rate of the tax imposed with respect to wages by section 3111 at 
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such time exceeds the rate provided by paragraph (2) of such section 3111 as 
amended by the Social Security Amendments of 1956.” 

Sec. 202. The amendments made by section 201 shall, except as otherwise pro- 
yided in such amendments, be effective only with respect to compensation paid 
after June 30, 1957, for services rendered after such date. 


Part III—AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


Sec. 301. Section 1 (i) of the Railroad Unemployment Insurance Act is amended 
by striking out the proviso in the first sentence and inserting in lieu thereof 
“: Provided, however, That in computing the compensation paid to any em- 
ployee, no part of any month’s compensation in excess of $300 for any month 
before July 1, 1954, or in excess of $350 for any month after June 30, 1954, and 
before July 1, 1957, or in excess of $400 for any month after June 30, 1957, shall 
be recognized”’. 

Seo. 302. (a) Section 2 (a) of the Railroad Unemployment Insurance Act is 
amended by striking out the language between “(i)” and “(ii)” and inserting 
in lieu thereof the following: “for each day of unemployment in excess of four 
during any registration period, and”. 

(b) Section 2 (a) of such Act is further amended by striking out columns I 
and II and inserting in lieu thereof the following: 


“Column I Column II 
Total Compensation Daily Benefit Rate 
$500 to $699. 99 $4. 50 
700 to 999.99 5. 00 
1,000 to 1, 299. 99 5. 50 
1, 300 to 1, 599. 99 6. 00 
1, 600 to 1, 899. 99 6. 50 
1, 900 to 2,199. 99 7.00 
2, 200 to 2, 499. 99 7. 50 
2,500 to 2, 799. 99 8. 00 
2, 800 to 3, 099. 99 8. 50 
3,100 to 3, 499. 99 9. 00 
3, 500 to 3, 999. 99 9. 50 
4,000 and ove 10. 20”. 


(c) The proviso in such section 2 (a) is amended by striking out “50” and 
“$8.50” and inserting in lieu thereof “60” and “$10.20”, respectively. 

Sec. 303. Section 2 (c) of the Railroad Unemployment Insurance Act is 
amended by striking out the period at the end thereof and inserting in lieu of 
such period a colon and the following: “And provided, further, That, with respect 
to an employee who has five or more years of service as defined in section 1 (f) 
of the Railroad Retirement Act of 1937, who did not voluntarily leave work with- 
out good cause or voluntarily retire, and who had current rights to normal bene- 
fits for days of unemployment in a benefit year but has exhausted such rights, 
the benefit year in which such rights are exhausted shall be deemed not to be 
ended until the last day of the extended benefit period determined under the 
following schedule, and the maximum number of days of, and amount of pay- 
ment for, unemployment within such benefit year for which benefits may be 
paid to the employee shall be enlarged to include all compensable days of un- 
employment within such extended benefit period : 


The extended benefit period shall begin on 
the first day of unemployment following 
the day on which the employee exhausted 
his then current rights to normal benefits 
for days of unemployment and shall con- 
tinue for successive fourteen-day periods 
(each of which periods shall constitute 


“If the employee's ‘years of a registration period) until the number 
service’ total— of such fourteen-day periods totals— 
Re BED CH Pre ec ic eee 39 
Te I cen 65 
aD SADIE IE RNIN i cies secon donates ernie ictancernemastaa 91 
Tee GE OO ried tensescth nnd e an aieenncedeubewni eae 117 


but no such extended benefit period shall extend beyond the beginning of the 
first registration period in a benefit year in which the employee is again qualified 
for benefits in accordance with section 3 of this Act on the basis of compensation 
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earned after the first of such successive fourteen-day periods has begun. For an 
employee who has five or more years of service, who did not voluntarily leave 
work without good cause or voluntarily retire, who has fourteen or more con- 
secutive days of unemployment, and who is not a ‘qualified employee’ for the 
general benefit year current when such unemployment commences but is or 
becomes a ‘qualified employee’ for the next succeeding general benefit year, such 
succeeding benefit year shall, in his case, begin on the first day of the month in 
which suc h unemployment commences.” 

Sec. 304. Section 3 of the Railroad Unemployment Insurance Act is amended 
by striking out “$400” and inserting in lieu thereof “$500”. 

Sec. 305. Section 4 (a-2) of the Railroad Unemployment Insurance Act is 
amended by striking out subdivision (iv), and by striking out the semicolon at 
the end of subdivision (iii) and inserting in lieu thereof a period. 

Sec. 306. Section 8 (a) of the Railroad Unemployment Insurance Act is 
amended (1) by inserting after “June 30, 1954” where it first appears the follow- 
ing: “‘, and before July 1, 1957, and is not in excess of $400 for any calendar 
month paid by him to any employee for services rendered to him after June 30, 
1957”: (2) by inserting after “June 30, 1954” where it appears for the second 
time the following: “, and before July 1, 1957, and to not more than $400 for any 
month after June 30, 1957”; (3) by inserting after “June 30, 1954” where it ap- 
pears for the third time the following: “, and before July 1, 1957, or less than 
$400 if such month is after June 30, 1957” : (4) by striking out “1947” in para- 
graph 2 and inserting in lieu thereof “1957”; and (5) by striking out the table 
(except the column headings) in such paragraph 2 and inserting in lieu thereof 
the following: 


**$450,000,000 or more____- ini 2 percent 
$400,000,000 or more but less. than $4 50,000,000 the __... 2% percent 
$350,000,000 or more but less than $400,000,000__ sh are Seeley ea 


$300,000,000 or more but less than $350,000,000___ : : 3% percent 
Less than $300,000,000 ; a icocatoecsickiniciad tenet Maid __ 4 percent”’. 


Sec. 307. Section 8 (b) of the Railroad Unemployment Insurance Act is 
amended (1) by striking out “3 per centum” and inserting in lieu thereof “4 per 
centum”; and (2) by inserting before the period at the end of the first sentence 
the following: “, and before July 1, 1957, and as is not in excess of $400 paid to 
him for services rendered as an employee representative in any calendar month 
after June 30, 1957”. 

Sec. 308. The amendments made by sections 302, 303, and 305 shall be effective 
with respect to benefits accruing in general benefit years which begin after the 
benefit year ending June 30, 1957, and in extended benefit periods which begin 
after December 31, 1956. The amendment made by section 304 shall be effective 
with respect to base years after the base year ending December 31, 1956. The 
amendment made by clause (1) of section 307 shall apply with respect to com- 
pensation paid for services rendered in calendar months after June 30, 1957. 


(Nore.—Bills identical with H. R. 4353 are: H. R. 4354, H. R. 4530, 
H. R. 4620, H. R. 4817, H. R. 4914, H. R. 4926, H. R. 5057, H. R. 5255, 
H. R. 5338, H. R. 5456, H. R. 5672, H. R. 5681, H. R. 5731, and H. R. 
5772.) 


[H. R. 4523, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Retirement Act of 1937 to permit an annuitant to receive 
his annuity even though he renders compensated service for the outside employer by 
whom he was last employed before his annuity began to accrue 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the first paragraph of section 2 (a) 
of the Railroad Retirement Act of 1937, as amended, is amended to read as 
follows: 

“Sec. 2. (a) The following-described individuals, if they shall have been em- 
ployees on or after the enactment date, and shall have completed ten years of 
service, shall, subject to the conditions set forth in subsections (b), (c), and 
(d), be eligible for annuities after they shall have ceased to render compen- 
sated service to an employer as defined in section 1 (a) :”. 
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(b) Section 2 (b) of such Act, as amended, is amended by striking out “and 
of the person by whom he was last employed”. 

(c) Section 2 (d) of such Act, as amended, is amended by striking out “or to 
the last person by whom he was employed prior to the date on which the an- 
nuity began to accrue” 

Sec. 2. The amendments made by this Act shall be effective with respect to 
annuities accruing during calendar months after the month in which this Act is 
enacted. 





[H. R. 4530, 85th Cong., ist sess. ] 


A BILL To amend the Railroad Retirement Act of 1937, the Railroad Retirement Tax Act, 


and the Railroad Unemployment Insurance Act, so as to provide increases in benefits, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


Part I—AMENDMENTS TO THE RAILROAD RETIREMENT Act OF 1937 


SECTION 1. (a) Section 2 (a) 3 of the Railroad Retirement Act of 1937 is 
amended to read as follows: 

“3. Individuals who will have attained the age of sixty and will have com- 
pleted thirty years of service or, in the case of women, who will have attained 
the age of sixty-two and will have completed less than thirty years of service, 
but the annuity of such individual shall be reduced by one one-hundred-and- 
eightieth for each calendar month that he or she is under age sixty-five when the 
annuity begins to accrue.” 

(b) Section 2 (d) of such Act is amended by adding at the end thereof the 
following new sentence: “If pursuant to the third sentence of this subsection an 
annuity was not paid to an individual with respect to one or more months in 
any calendar year, and it is subsequently established that the total amount of 
such individual’s earnings during such year as determined in accordance with 
that sentence (but exclusive of earnings for services described in the first sen- 
tence of this subsection) did not exceed $1,200, the annuity with respect to such 
month or months, and any deduction imposed by reason of the failure to report 
earnings for such month or months under the fifth sentence of this subsection, 
shall then be payable. If the total amount of such individual’s earnings during 
such year (exclusive of earnings for services described in the first sentence of 
this subsection) is in excess of $1,200, the an of months in such year with 
respect to which an annuity is not payable by reason of such third and fifth 
sentences shall not exceed one month for each $100 of such excess, treating the 
last $50 or more of such excess as $100; and if the amount of the annuity has 
changed during such year, any payments of annuity which become payable 
solely by reason of the limitation contained in this sentence shall be made first 
with respect to the month or months for which the annuity is larger.” 

(c) Section 2 (e) of such Act is amended by striking out “than an amount” 
and inserting in lieu thereof “than 110 per centum of an amount” 

(d) Section 2 (g) of such Act is amended by inserting after “wife under age 
65° the following: ‘(other than a wife who is receiving such annuity by reason of 
an election under subsection (h) )” 

(e) Section 2 of such Act is further amended by adding at the end thereof 
the following new subsection : 

“(h) A spouse who would be entitled to an annuity under subsection (e) if she 
or he had attained the age of 65 may elect upon or after attaining the age of 62 
to receive such annuity, but the annuity in any such case shall be reduced by one 
one-hundred-and-eightieth for each calendar month that the spouse is under age 
65 when the annuity begins to accrue.” 

Sec. 2. (a) Section 3 (a) of the Railroad Retirement Act of 1937 is amended 
(1) by striking out “3.04”, “2.28", and “1.52” and inserting in lieu thereof 
"3.35", “2.51”, and “1.67”, respectively: and (2) by striking out “$200” and in- 
serting in lieu thereof “$250"’. 

(b) Section 3 (c) of such Act is amended by inserting after “or in excess of 
$350 for any month after June 30, 1954,” the following: “and before July 1, 1957, 
or in excess of $400 for any month after June 30, 1957,”. 

(c) Section 3 (e) of such Act is amended (1) by striking out “$4.55” and 
“$75.90” and inserting in lieu thereof “$5.00” and “$83.50, respectively; (2) by 
striking out “is less than the amount, or the additional amount” and inserting in 








18 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


lieu thereof “is less than 110 percentum of the amount, or 110 per centum of the 
additional amount”; (3) by inserting after “age sixty-five,” the following: 
“women entitled to spouse’s annuities pursuant to elections made under sub- 
section (h) of section 2 to be entitled to wife’s insurance benefits determined 
under section 202 (q) of the Social Security Act,” ; and (4) by striking out “such 
amount of such additional amount” and inserting in lieu thereof “110 per centum 
of such amount or 110 per centum of such additional amount”’. 

Sec. 3. (a) Section 5 (f) (1) of the Railroad Retirement Act of 1937 is 
amended (1) by striking out of the first sentence the following: “‘who will have 
died leaving no widow, widower, child, or parent who would on proper applica- 
tion therefor be entitled to receive an annuity under this section for the month 
in which such death occurred”; (2) by inserting in the first sentence after “ten 
times the employee’s basic amount” the following: “, but not to exceed a total of 
$750,” ; and (3) by striking out the fourth sentence. 

(b) Section 5 (f) (2) of such Act is amended by striking out “and 7 per 
centum of his or her compensation after December 31, 1946 (exclusive in both 
cases of compensation in excess of $300 for any month before July 1, 1954, and in 
the latter case in excess of $350 for any month after June 30, 1954),” and by in- 
serting in lieu thereof the following: “plus 7 per centum of his or her compensa- 
tion paid after December 31, 1946, and before January 1, 1957, plus 74% per 
centum of his or her compensation paid after December 31, 1956, and before 
January 1, 1958, plus 8 per centum of his or her compensation paid after Decem- 
ber 31, 1957 (exclusive of compensation in excess of $300 for any month before 
July 1, 1954, and in excess of $350 for any month after June 30, 1954, and before 
July 1, 1957, and in excess of $400 for any month after June 30, 1957),”. 

(c) Section 5 (h) of such Act is amended by striking out ‘'$32”", “$176”, and 
“$15.40” wherever they appear and inserting in lieu thereof “$36.30”, “$193.60”, 
and “$16.95"’, respectively. 

(d) Section 5 (i) (1) (ii) of such Act is amended by striking out “or in 
which month he engaged on seven or more different calendar days in noncovered 
remunerative activity outside the United States (as defined in section 203 (k) of 
the Social Security Act)” and inserting in lieu thereof the following: “or, having 
engaged in any activity outside the United States, would be charged under such 
section 203 (e) with any earnings derived from such activity if it had been an 
activity within the United States”. 

(e) Clause (A) (i) of section 5 (1) (9) of such Act is amended by striking 
out the word “and” appearing after “July 1, 1954,” and by inserting after “June 
30, 1954,” the following: ‘‘and before July 1, 1957, and any excess over $400 for 
any calendar month after June 30, 1957,”. 

(f) Clause (A) (ii) of section 5 (1) (19) of such Act is amended (1) by in- 
serting “and before 1957” after “1954” where it first appears; (2) by inserting 
after “$4,200” where it first appears the following: “, or for the calendar year 
1957 is less than $4,500, or for any calendar year after 1957 is less than $4,800,” ; 
(3) by striking out ‘$350” and inserting in lieu thereof “$400”; and (4) by 
striking out “and $4,200 for the years after 1954, by” and inserting in lieu thereof 
the following: “, $4,200 for years after 1954 and before 1957, $4,500 for the year 
1957, and $4,800 for years after 1957, by”. 

(g) Section 5 (1) (10) of such Act is amended by striking out “44’’, ‘11’, 
“$350”, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they appear and 
inserting in lieu thereof “49”, ‘12’, “$400"’, “$16.95”, “$40.33”, $30.25”, and 
“$16.13”, respectively. 

Sec. 4. All pensions under section 6 of the Railroad Retirement Act of 1937, 
all joint and survivor annuities and survivor annuities deriving from joint and 
survivor annuities under that Act awarded before July 1, 1957, and all annuities 
under the Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. (a) The amendments made by section 1 (other than subsection (b) 
thereof), by subsections (a) and (c) of section 2, and by subsections (c) and 
(d) of section 3 shall be effective only with respect to annuities (not including 
annuities to which section 4 applies) accruing for months after June 1957. The 
amendment made by subsection (b) of section 1 shall be effective with respect 
to annuities accruing during the calendar year 1957 and subsequent calendar 
years. The amendments made by subsections (a) and (b) of section 3 shall be 
effective only with respect to lump-sum payments (under sections 5 (f) (1) and 
5 (f) (2) of the Railroad Retirement Act of 1937) in the case of deaths occurring 
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after June 1957. The amendments made by subsection (g) of section 3 shall be 
effective only with respect to annuities accruing for months after June 1957 and 
lump-sum payments (under section 5 (f) (1) of the Railroad Retirement Act of 
1937) in the case of deaths occurring after June 1957. Section 4 shall be effective 
only with respect to pensions due in calendar months after July 1957 and an- 
nuities accruing for months after June 1957. 

(b) All recertifications required by reason of the amendments made by this 


part shall be made by the Railroad Retirement Board without application 
therefor. 


Part II—AMENDMENTS TO THE RAILROAD RETIREMENT Tax ACT 


Sec. 201. (a) Sections 3201, 3202 (a), 3211, and 3221 of the Railroad Retire- 
ment Fax Act are each amended (1) by striking out “after December 31, 1954” 
wherever it appears and inserting in lieu thereof “after June 30, 1957”, and (2) 
by striking out “$350” wherever it appears and inserting in lieu thereof “$400”. 

(b) Sections 3202 (a) and 3221 of such Act are each further amended by 
striking out “after 1954” and inserting in lieu thereof “after June 1957”. 

(c) Sections 3201 and 3221 of such Act are each further amended by striking 
out “614 percent” and inserting in lieu thereof “744 percent”. 

(d) Section 3201 of such Act is further amended by striking out the period 
at the end thereof and inserting in lieu of such period a colon and the following: 
“Provided, That the rate of tax imposed by this section shall be increased, with 
respect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to the number of percentage points (including fractional points) 
by which the rate of the tax imposed with respect to wages by section 3101 at 
such time exceeds the rate provided by paragraph (2) of such section 3101 as 
amended by the Social Security Amendments of 1956.” 

(e) Section 3211 of such Act is further amended by striking out “12% percent” 
and inserting in lieu thereof “15 percent, and by striking out the period at the end 
thereof and inserting in lieu of such period a colon and the following: “Provided, 
That the rate of tax imposed by this section shall be increased, with respect to 
compensation paid after December 31, 1969, for services rendered after such 
date, by a number of percentage points (including fractional points) equal at 
any given time to twice the number of percentage points (including fractional 
points) by which the rate of the tax imposed with respect to wages by section 
3101 at such time exceeds the rate provided by paragraph (2) of such section 
8101 as amended by the Social Security Amendments of 1956.” 

(f) Section 3221 of such Act is further amended by inserting “(a)” before 
“In addition”, and by adding at the end thereof the following new subsection : 

“(b) The rate of tax imposed by subsection (a) shall be increased, with re- 
spect to compensation paid after December 31, 1969, for services rendered after 
such date, by a number of percentage points (including fractional points) equal 
at any given time to the number of percentage points (including fractional points) 
by which the rate of the tax imposed with respect to wages by section 3111 at such 
time exceeds the rate provided by paragraph (2) of such section 3111 as amended 
by the Social Security Amendments of 1956.” 

Sec. 202. The amendments made by section 201 shall, except as otherwise pro- 
vided in such amendments, be effective only with respect to compensation paid 
after June 30, 1957, for services rendered after such date. 


Part III—AMENDMENTS TO THE RAILROAD UNEMPLOYMENT INSURANCE ACT 


Sec. 301. Section 1 (i) of the Railroad Unemployment Insurance Act is 
amended by striking out the proviso in the first sentence and inserting in lieu 
thereof “*: Provided, however, That in computing the compensation paid to any 
employee, no part of any month’s compensation in excess of $300 for any month 
before July 1, 1954, or in excess of $350 for any month after June 30, 1954, and 
before July 1, 1957, or in excess of $400 for any month after June 30, 1957, shall 
be recognized”. 

Sec. 302. (a) Section 2 (a) of the Railroad Unemployment Insurance Act 
is amended by striking out the language between “(i)” and “(ii)” and insert- 
ing in lieu thereof the following: “for each day of unemployment in excess of four 
during any registration period, and”. 
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(b) Section 2 (a) of such Act is further amended by striking out columns 
I and II and inserting in lieu thereof the following: 


“Column I Column II 
Total Compensation Daily Benefit Rate 
$500 to $699.99 $4. 50 
700 to 999.99 5. 00 
1, 000 to 1, 299. 99 5. 50 
1, 300 to 1, 599. 99 6. 00 
1, 600 to 1, 899. 99 6. 50 
1, 900 to 2, 199. 99 7.00 
2, 200 to 2, 499. 99 7.50 
2,500 to 2, 799. 99 8. 00 
2, 800 to 3, 099, 99 8. 50 
3, 100 to 3, 499. 99 9. 00 
3, 500 to 3, 999. 99 9. 50 
4,000 and over 10. 20”. 


(c) The proviso in such section 2 (a) is amended by striking out “50” and 
“$8.50” and inserting in lieu thereof “60” and “$10.20”, respectively. 

Sec. 303. Section 2 (c) of the Railroad Unemployment Insurance Act is 
amended by striking out the period at the end thereof and inserting in lieu of 
such period a colon and the following: “And provided, further, That, with respect 
to an employee who has five or more years of service as defined in section 1 (f) 
of the Railroad Retirement Act of 1937, who did not voluntarily leave work 
without good cause or voluntarily retire, and who had current rights te normal 
benefits for days of unemployment in a benefit year but has exhausted such 
rights, the benefit year in which such rights are exhausted shall be deemed 
not to be ended until the last day of the extended benefit period determined 
under the following schedule, and the maximum number of days of, and amount 
of payment for, unemployment within such benefit year for which benefits may 
be paid to the employee shall be enlarged to include all compensable days of 
unemployment within such extended benefit period : 

The extended benefit period shall begin on 
the first day of unemployment following 
the day on which the employee exhausted 
his then current rights to normal! benefits 
for days of unemployment and shall con- 
tinue for successive fourteen-day periods 
(each of which periods shall constitute 


“If the employee’s ‘years of a registration period) until the number 
service’ total— of such fourteen-day periods totals— 
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but no such extended benefit period shall extend beyond the beginning of the 
first registration period in a benefit year in which the employee is again 
qualified for benefits in accordance with section 3 of this Act on the basis of 
compensation earned after the first of such successive fourteen-day periods has 
begun. For an employee who has five or more years of service, who did not 
voluntarily leave work without good cause or voluntarily retire, who has 
fourteen or more consecutive days of unemployment, and who is not a ‘qualified 
employee’ for the general benefit year current when such unemployment com- 
mences but is or becomes a ‘qualified employee’ for the next succeeding general 
benefit year, such succeeding benefit year shall, in his case, begin on the first 
day of the month in which such unemployment commences.” 

Sec. 304. Section 3 of the Railroad Unemployment Insurance Act is amended 
by striking out “$400” and inserting in lieu thereof “$500”. 

Sec. 305. Section 4 (a-2) of the Railroad Unemployment Insurance Act is 
amended by striking out subdivision (iv), and by striking out the semicolon at 
the end of subdivision (iii) and inserting in lieu thereof a period. 

Sec. 306. Section 8 (a) of the Railroad Unemployment Insurance Act is 
amended (1) by inserting after “June 30, 1954” where it first appears the 
following: “, and before July 1, 1957, and is not in excess of $400 for any 
calendar month paid by him to any employee for services rendered to him 
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after June 30, 1957”; (2) by inserting after “June 30, 1954” where it appears 
for the second time the following: “, and before July 1, 1957, and to not more 
than $400 for any month after June 30, 1957”; (3) by inserting after “June 30, 
1954” where it appears for the third time the following: “, and before July 
1, 1957, or less than $400 if such month is after June 30, 1957”; (4) by striking 
out “1947” in paragraph 2 and inserting in lieu thereof “1957”; and (5) by 
striking out the table (except the column headings) in such paragraph 2 and 
inserting in lieu thereof the following: 


“SERS OG Or Mere is ee Fer ae a i re 2 percent 
$400,000,000 or more but less than $450,000,000__....._._-_._-__-__ 2% percent 
$350,000,000 or more but less than $400,000,000____.._.._- 3 percent 
$300,000,000 or more but less than $350,000,000___._....___________ 3% percent 
Fees tam : SOOO OO GG asiaics os ake wien cc eee dies a 4 percent”. 


Sec. 307. Section 8 (b) of the Railroad Unemployment Insurance Act is 
amended (1) by striking out “3 per centum” and inserting in lieu thereof “4 
per centum”; and (2) by inserting before the period at the end of the first 
sentence the following: “, and before July 1, 1957, and is not in excess of $400 
paid to him for services rendered as an employee representative in any calendar 
month after June 30, 1957”. 

Sec. 308. The amendments made by sections 302, 303, and 305 shall be ef- 
fective with respect to benefits accruing in general benefit years which begin 
after the benefit year ending June 30, 1957, and in extended benefit periods which 
begin after December 31, 1956. The amendment made by section 304 shall be 
effective with respect to base years after the base year ending December 31, 
1956. The amendment made by clause (1) of section 307 shall apply with 


respect to compensation paid for services rendered in calendar months after 
June 30, 1957. 


[H. R. 4677, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide a 10 per centum increase 
in the annuities and pensions payable to railroad employees and their survivors 


Be it enacted by the Senate and House of Representatives of the United States 
of American in Congress assembled, That (a) section 3 (a) of the Railroad Re- 
tirement Act of 1937 is amended by striking out “3.04”, “2.28”, and “1.52” and 
inserting in lieu thereof “3.35”, “2.51”, and “1.67”, respectively. 

(b) Section 3 (c) of such Act is amended by striking out “$4.55” and “$75.90” 
and inserting in lieu thereof “$5.00”, and “$83.50”, respectively. 

Sec. 2. Section 5 (h) of the Railroad Retirement Act of 1937 is amended by 
striking out “$33”, “$176”, and “$15.40” wherever they appear and inserting in 
lieu thereof $36.30", “$193.60”, and “$16.95”, respectively 

Sec. 3. Section 5 (1) (10) of the Railroad Retirement Act of 1937 is amended 
by striking out ‘44’, ‘11’, “$15.40”, “$36.66”, “$27.50”, and “$14.66” wherever they 
appear and inserting in lieu thereof “49”, “12”, “$16.95", “$40.33”, “$30.25”, and 
“$16.13”, respectively. 

Sec. 4. All pensions under section 6 of the Railroad Retirement Act of 1937, all 
joint and survivor annuities and survivor annuities deriving from joint and sur- 
vivor annuities under that Act heretofore awarded, and all annuities under the 
Railroad Retirement Act of 1935, are increased by 10 per centum. 

Sec. 5. The amendments made by the first three sections of this Act shall be 
effective only with respect to annuities (other than annuities to which section 4 
applies) accruing for months after the month in which this Act is enacted. Sec- 
tion 4 of this Act shall be effective only with respect to pensions due in calendar 
months after the month following the month in which this Act is enacted, and 
with respect to annuities accruing for months after the month in which this Act 
is enacted. All recertifications required by reason of such amendments shall 
be made by the Railroad Retirement Board without application therefor. 
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[H. R. 4760, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to provide that a deceased em- 
ployee shall be “completely insured” if at his death he was entitled to an annuity which 
began to accrue during 1948 on the basis of an application filed before 1948 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 5 (1) (7) (iii) of the Railroad 
Retirement Act of 1937 is amended by inserting immediately after “will have 
begun to accrue to him before 1948” the following: “, or will have begun to accrue 
to him during 1948 if his application for such annuity was filed. before 1948”. 

Sec. 2. No annuity shall accrue to any individual, by reason of the amendment 
made by the first section of this Act, for any month prior to the month in which 
this Act is enacted. 


[H. R. 5022, 85th Cong., 1st sess.] 


A BILL To amend the Railroad Retirement Act to permit an individual with forty years’ 
service to retire regardless of his age, and to increase certain annuities by providing a 
rae Menenaaare base for computing monthly compensation in the case of service before 

é 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That paragraph 1 of section 2 (a) of the 
Railroad Retirement Act of 1937, as amended, is amended to read as follows: 

‘1. Individuals who will have completed forty years of service (determined 
without regard to any limitation contained in section 3 (b)) or who will have 
attained the age of sixty-five.” 

Sec. 2. (a) Clause (1) of section 3 (c) of the Railroad Retirement Act of 
1937, as amended, is amended to read as follows: “(1) that with respect to 
service prior to January 1, 1937, the monthly compensation shall be the average 
compensation paid to an employee with respect to calendar months included in 
his years of service in the years 1924-1931, or the average compensation paid 
to such employee with respect to calendar months included in his years of service 
in the years 1940-1947, whichever is the greater, and”. 

(b) The proviso in section 3 (c) of such Act, as amended, is amended by 
striking out “in the period 1924-19381” and inserting in lieu thereof “in the 
period 1924-1931 or the period 1940-1947”. 

Sec. 3. The amendments made by this Act shall apply only with respect to 
annuities accruing under the Railroad Retirement Act of 1937, as amended, for 
months after the month in which this Act is enacted. All recertifications re- 
quired by reason of such amendments shall be made by the Railroad Retirement 
Board without application therefor. 


(Norre.—H. R. 6040 is identical with H. R. 6016.) 


[H. R. 6016, 85th Cong., 1st sess. ] 


A BILL To amend the Railroad Unemployment Insurance Act so as to protect benefits of 
bona fide railroad employees, remove certain inequities, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Railroad Unemployment 
Insurance Act is amended as follows: 


DEFINITIONS OF BASE YEAR AND BENEFIT YEAR 


Section 1. Section 1 (m) of the Railroad Unemployment Insurance Act is 
amended to read as follows: 

“(m) The term ‘benefit year’ with respect to any individual means the period 
of three hundred and sixty-five consecutive days beginning with the first day of 
the first registration period after June 30, 1957, with respect to which the indi- 
vidual first files a valid claim for benefits, and thereafter the period of three 
hundred and sixty-five days beginning with the first day of the first registra- 
tion period with respect to which the individual next files a valid claim for 
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benefits after the termination of his last preceding benefit year. Any claim for 
benefits made in accordance with section 5 (a) shall be deemed to be a ‘valid 
claim’ for the purposes of this subsection if the individual is with respect to 
his base period a ‘qualified employee’ as defined in section 3 with respect to his 
base year.” 

Section 1 (n) of such Act is amended to read as follows: 

“(n) The term ‘base year’ means the twelve completed calendar months im- 
mediately preceding the first day of the individual’s benefit year.” 


DEFINITION OF QUALIFIED EMPLOYEE 


Sec. 2. Section 3 of the Railroad Unemployment Insurance Act is amended 
to read as follows: 

“Sec. 3. An individual shall be a ‘qualified employee’ if the Board finds that 
his cOmpensation with respect to his base year will have been not less than 
an amount equal to the product of eighty-seven and his daily wage computed 
pursuant to section 2 (a), and that during his base year more than five calendar 
months will have been months of service used in computing his years of service 
for purposes of the Railroad Retirement Act of 1937, and more than one of 
such months of service shall have been in the last half of such base year.” 

No individual who, since earning substantial compensation has received one 
hundred and thirty daily unemployment benefits, or exhausted his unemploy- 
ment benefit rights, shall be a qualified employee with respect to further un- 
employment benefits until he has again earned substantial compensation, and 
no individual who, since earning substantial compensation has received one 
hundred and thirty daily sickness benefits or exhausted his sickness benefit 
rights, shall be a qualified employee with respect to further sickness benefits 
until he has again earned substantial compensation. As used in the preceding 
sentence, “substantial compensation” means compensation in an amount not 
less than the product of twenty and the amount of the individual’s last daily 
benefit. 

WAITING PERIOD 


Sec. 3. Clauses (i) and (ii) of section 2 (a) of the Railroad Unemployment 
Insurance Act are each amended by striking out “seven” and inserting “nine” 
in lieu thereof. 


BENEFIT COMPUTATION AND LIMITATIONS 


Sec. 4. Section 2 (a) of the Railroad Unemployment Insurance Act is amended 
by striking out the second sentence thereof, including the schedule, and insert- 
ing in lieu thereof the following: “The daily benefit rate of any qualified em- 
ployee shall be an amount equal to 60 per centum of the daily rate of compen- 
sation after withholding taxes, for the employee’s last employment in which he 
engaged for an employer in the base year, but not to exceed $8.50. For pur- 
poses of the preceding sentence, an employee’s daily rate of compensation after 
withholding taxes shall be, as determined by the Board, such employee's daily 
rate after reduction by the amount equal to the sum of— 

“(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by section 3201 of the Internal Revenue Code on compen- 
sation at the time of such last employment, and 

“(2) the amount equal to one-fifth the amount which shall be required 
to be withheld at the time of such last employment by section 3402 (c) of 
such Code on a weekly pay period basis, on wages paid in a weekly pay 
period in an amount equal to the product of five and such daily rate.” 


DISQUALIFYING CONDITIONS 


Sec. 5. Section 4 (a-1) (ii) of the Railroad Unemployment Insurance Act is 
amended by adding after “Social Security Act, or” “meets the qualifying work 
and the age or disability requirements for full annuity payments, pensions or 
benefits under one or both of such Acts and upon applying therefor could re- 
ceive them, and any day in any period with respect to which the Board finds 
that he is receiving or will have received.” Such section is further amended by 
striking out the colon preceding the words “Provided further” and striking out 
the remainder of this section after the colon and preceding the semicolon at 
the end thereof. 
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Sections 4 (a-2) (i) and 4 (a-2) (ii) are each amended by striking out 
“thirty” and by adding before the semicolon at the end thereof: “and ending 
with the fourth calendar week with respect to each which the Board finds he 
shall have earned compensation of not less than $25.” 

Section 4 (a—2) (iii) of such Act is amended by striking out “, and the Board 
finds that such strike was commenced in violation of the provisions of the Rail- 
way Labor Act or in violation of the established rules and practices of a bona 
fide labor organization of which he was a member.” 

Section 4 (a-2) of such Act is amended by renumbering subsection (iv) 
thereof as “(vi)”? and by inserting after subsection (iii) the following: 

“(iv) any of the days beginning with the day with respect to which the 
Board finds that he was discharged or suspended for misconduct connected 
with his work and’ ending with the fourth calendar week with respect to 
each of which the Board’ finds he shall have earned compensation of not 
less than $25. 

“(v) any of the days which the Board finds is in a maternity period 
of the employee.” 

Section 4 of such Act is amended by inserting after section 4 (a—-2) the 
following: 

“(a-3) There shall not be considered a day of sickness with respect tod any 
employee-— 

“(i) any day which is a Sunday or which the Board finds is generally 
observed as a holiday in the locality in which he registered for such day, 
unless such day was immediately preceded by a day of unemployment or 
sickness and immediately followed by a day of unemployment or sickness 
or was the last day in a registration period and was immediately preceded 
by a day of unemployment or sickness: Provided, That if two or more con- 
secutive days are a Sunday and one or more holidays, then with respect 
to any employee shall not be considered as days of sickness unless they were 
immediately preceded by a day of unemployment or sickness and immedi- 
ately followed by a day of unemployment or sickness, or the last of such 
days was the last day of a registration period and such days were imme- 
diately preceded by a day of unemployment or sickness. 

“(ii) any day which is disregarded as a day of unemployment of the 
employee as determined by the Board pursuant to subsection (a-2). 

“(iii) any day which is in a maternity period unless the Board finds that 
sickness on such day is unrelated to the normal consequences of pregnancy 
or childbirth. 

“(iv) any of the days which the Board finds to have occurred more than 
ninety days after the last day with respect to which the individual will have 
earned compensation, excluding from such ninety days any period begin- 
ning before the expiration thereof with respect to which the Board finds 
he was unemployed due to a stoppage of work described in section 4 (a—1) 
(iii) and excluding any registration period which begins, or any continuous 
registration periods the first of which begins before the expiration of such 
ninety days. For purposes of the preceding sentence a ‘registration period’ 
shall be deemed continuous with the preceding registration period if estab- 
lished within ten days after the last day of such preceding period.” 


DEFINITION OF DAY OF SICKNESS 


Sec. 6. Section 1 (k) (2) of the Railroad Unemployment Insurance Act is 
amended by inserting “but would otherwise be available for work” after the 
phrase “he is not able to work.” 


DISCONTINUING MATERNITY BENEFITS 


Sec. 7. Section 1 (k) of the Railroad Unemployment Insurance Act is amended 
by deleting from the first sentence thereof “‘or which is included in a maternity 
period.” 

Section 1 (1) (i) of such Act is amended by deleting “, and the term ‘state- 
ment of maternity sickness’ means a statement with respect to a maternity 
period of a female employee, in each case.” 
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Section 2 (a) of such Act is amended by striking out “, and (iii) for each 
day of sickness in a maternity period” in the first sentence thereof, and by 
striking out the fourth, fifth, and sixth sentences thereof. 

Section 2 (c) of such Act is amended by deleting both before the proviso and 
following the proviso, the identical phrases “, other than days of sickness in 
a maternity period,” and by deleting “; and the total amount of benefits which 
may be paid to an employee for days of sickness in a maternity period shall 
in no case exceed the employee’s compensation in the base year on the basis 
of which the employee was determined to be qualified for benefits in such 
maternity period.” 

Section (12 (i) of such Act is amended by deleting from the seventh sen- 
tence thereof “and, in the case of maternity sickness, the expected date of 
birth and the actual date of birth of the child.” 

Section 12 (n) of such Act is amended by deleting “or maternity” in each 
place such words occur and by deleting from the fourth sentence “or as to the 
expected date of birth of a female employee’s child, or the birth of such child.” 


PAYMENT OF CONTRIBUTIONS 


Sec. 8 Section 8 (g) of the Railroad Unemployment Insurance Act is 
amended by inserting the following before the period at the end of the first 
sentence thereof: “Provided, That in any event such regulations shall permit 
any employer at his option to pay before the end of the quarter ending Sep- 
tember 30 of any year contributions with respect to the first month, the first 


and second month or the first and second and any part of the third month of 
such quarter.” 


EFFECTIVE DATE 


Sec. 9. The amendments made by this Act shall become effective with respect 
to all benefits paid in benefit years beginning after June 30, 1957, except that 
(a) maternity benefits in a maternity period established before and extend- 
ing beyond such date shall be paid pursuant to the law as in effect prior to 
the amendments made by this Act and (b) the calendar year 1956 shall be 
the base year for a benefit year beginning July 1, 1957, in the case of any 
individual who would otherwise not be a qualified employee with respect to 
such year. The effective date of other provisions except as otherwise specifi- 
cally provided shall be the date of enactment of this Act. 

Mr. Mack. The 44 bills pending before this committee today may be 
grouped into a few principal categories. 

Fifteen bills are identical to H. R. 4353, which was introduced by 
our distinguished chairman, Mr. Harris. These bills provide gener- 
ally for a 10 percent increase in annuities and pensions; permit a 
female employee and a spouse to retire at age 62 on a reduced annuity ; 
charge the work clause on disability annuitants; increase the maximum 
creditable and taxable compensation from $350 to $400 per month; 
increase the tax rate from 644 to 714 percent: and make certain im- 
provements with respect to unemployment insurance. 

Another 11 bills provide for retirement at age 60 and/or after 30 
years of service, or after 35 years of service, regardless of age, with 
an annuity of not less than half of the employee’s average monthly 
compensation during his 5 years of highest earnings. Three bills call 
for the repeal of the “last employer” clause. Two bills provide for 
the repeal of the restriction on the right of spouses and widows to re- 
ceive dual benefits. 

Several bills provide for a flat percentage increase, ranging from 10 
to 25 percent, in all annuities and there are other individual bills. 

As I have stated, this morning we are going to hear only from 
Members of Congress, who have introduced these bills. 
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Beginning next Thursday, March 14, these hearings will be con- 
tinued before the entire committee, at which time we shall hear from 
all other interested parties who desire to be heard on this legislation. 

I should like to have inserted into the record at this point the re- 
ports on these bills from the executive departments and agencies. 

(The reports referred to are as follows:) 


RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 8, 1957. 
Hon. OREN HARRIS, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DesrR Mr. Hargis: This is in reply to your requests for reports on the bill H. R. 
583, introduced in the House of Representatives on January 3, 1957, by Mr. Celler ; 
the bill H. R. 850, introduced in the House on January 3, 1957, by Mr. O’Brien ; 
and the bill H. R. 2164, introduced in the House on January 7, 1957, by Mr. Powell. 

All three bills are identical with the bill H. R. 9065, 84th Congress, 2d session, 
except that H. R. 850 and H. R. 2164 refer to section 3 (c) of the Railroad Retire- 
ment Act instead of to section 3 (e), as was obviously intended, and except 
that H. R. 583 refers to the calendar months June 1957 and July 1957 instead of 
June 1956 and July 1956. 

The bill H. R. 9065 was considered by your committee and as S. 3616 passed, in 
modified form, by both Houses of Congress during the last session, and enacted 
into law as Public Law 1013, 84th Congress, approved August 7, 1956. 

Since, as indicated, the bills woud amend the Railroad Retirement Act (and 
its companion tax act, the Railroad Retirement Tax Act) with respect to a form 
of legislation in effect before the enatcment of Public Law 1013, 84th Congress, 
the Board woudl not, apart from other considerations as to which one or more 
members of the Board may have differing views, recommend the enactment of any 
of the bills in their present form. 

The Bureau of the Budget has commented as follows with respect to this 
report: 

“You are advised that there is no objection to the submission of your report 
to the committee and that the provisions which would exempt employee contribu- 
tions from the income tax and from withholding provisions of present law is 
not in accord with the program of the President because (1) the exemptions are 
discriminatory in that they woudld provide special treatment favoring a select 
group of employees, and (2) they would lead to proposals for comparable treat- 
ment for other employees with serious adverse effects upon income tax revenues. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 7, 1957. 
Hon, OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHaAarrMAN: This is in reply to your requests for the views of 
the Bureau of the Budget on H. R. 583, H. R. 850, and H, R. 2164, identical bills 
to amend the Railroad Retirement Act. 

These bills provide about 5 percent increases in benefits paid under the Rail- 
road Retirement Act. (Technically the bills provide for a 15 percent increase, 
but they start with the benefit levels existing before the increases resulting from 
the enactment of Public Law 1013, 84th Cong.) The bills also increase the 
contribution rate paid by employers and employees from 6.25 percent to 7.25 
percent and exempt the employee’s contribution from both withholding tax and 
taxable income. 

These exemptions are discriminatory as they would provide special treatment 
favoring a select group of employees. As pointed out by the President when he 
signed S. 3616 last year, such exemptions “would amount to an indirect assess- 
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ment of the rest of the community for improvements in the retirement system 
for a single industry.” Furthermore, these exemptions would lead to proposals 
for comparable treatment for other employees with serious adverse effects 
upon income-tax revenues. 

Accordingly, you are advised that the enactment of any of these bills would 
not be in accord with the program of the President. 

Sincerely yours, 
A. R. Jones, Deputy Director. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DEAR Mr. Harris: This is a report on identical bills H. R. 880, H. R. 3974, H. R. 
4312, and H. R. 3755, which were introduced in the House of Representatives 
and referred to your committee for consideration. The bill H. R. 880 was intro- 
duced in the House by Mr. Poff on January 3, 1957, H. R. 3974 was introduced in 
the House on January 29, 1957, by Mr. Dorn, H. R. 4312 was introduced in the 
House by Mr. Vursell on February 4, 1957, and H. R. 3755 was introduced in the 
House by Mr. Cunningham on January 28, 1957. 

The bills would amend the Railroad Retirement Act of 1937, as amended, in 
the following manner: 

1. Full annuities would be payable after 35 years of service regardless of age 
or at age 60 after the completion of 30 years of service. 

2. In determining the average monthly compensation for service before 1937, 
the present computation based on the 1924-31 period would be replaced by a 
computation based on 5 calendar years (consecutive or otherwise) of highest 
earnings before 1937. We assume that this is the change intended by section 3 
of the bills, the wording of which is not clear. 

3. The limit on creditable monthly compensation would be raised retroactively 
to $350. Under present law, the limit is $300 a month per employee on all service 
before July 1954 with a limit of $350 a month thereafter. 

4. The provision in the present law that service after age 65 shall not be used 
in the computation of the montly average compensation if it results in a lower 
annuity, would be eliminated. 

The Board would be required to recertify all annuities and pensions which 
could be affected by any of the changes specified in the bills. The effective dates 
of the changes proposed are not expressly stated. 

Aside from any other consideration the amendments proposed in the bills 
would create administrative difficulties which would be almost insurmountable. 
First, it would be necessary to secure detailed earnings records for service before 
1937, in order to find the 5 years of highest earnings as adjusted for the increased 
monthly limit on creditable compensation. Second, new compensation reports 
would be required for the period January 1937 to June 1954 in order to credit up 
to $50 a month of additional earnings which, in the overwhelming majority of 
cases were not previously reported. Third, the Board would be required to re- 
certify practically all employee annuities and pensions in force on the date of 
the enactment of the bill. Recertification would also be required for large num- 
bers of spouses, joint and survivor, and survivor insurance annuities. All this 
would impose enormous burdens not only upon the Board but also upon employers 
who would be required to search their payroll records for many years back and 
to submit new reports based on the additional information developed. Of course, 
in a large number of cases, old payroll records may no longer be available. 

The Board is opposed otherwise to the enactment of the bills for the following 
reasons : 

1. The bills, if enacted, would increase the cost of the railroad retirement 
system by about 2.25 percent of payroll, or $120 million a year. 

2. The bills make no provision for financing the additional cost which their 
enactment would entail. 
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3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll. Since the actual tax rate is only 12.50 
percent, the present benefit structure already involves an actuarial deficiency of 
3.20 percent of payroll which is equivalent to about $170 million a year on a level 
basis. 

4. The effect of the enactment of the bills would be to increase the deficiency 
to about 5.45 percent of payroll or $290 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to these bills. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 7, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your requests for the views of the 
Bureau of the Budget on the following bills to amend the Railroad Retirement 
Act: H. R. 880,. 1008, 2033, 2165, 2166, 2233, 3115, 3116, 3117, 3118, 3420, 3421, 
$422, 3545, 3755, 3756, 3974, 4312, 4523, 4676. 

While many of the bills contain specific undesirable features, there is one basic 
deficiency common to all these bills. Each bill would increase benefit payments 
without providing increased contributions. 

At present the net level cost of benefits under the Railroad Retirement Act is 
estimated by the actuaries of the Railroad Retirement Board as 15.70 percent of 
taxable payroll. The actual tax rate is currently 12.50 percent. Thus, the Board 
estimates that the present benefit structure contains an actuarial deficiency of 
3.20 percent of payroll, or about $170 million a year. 

These bills would increase the existing deficiency still further—ranging, as 
reported by the Railroad Retirement Board, from 0.18 percent of payroll (or $10 
million a year) to 3.75 percent of payroll (or $200 million a year). 

Both the Congress and the executive branch, as well as the railroad operators 
and the employee organizations, have agreed that the railroad retirement system 
should be fully financed—out of employer and employee payroll contributions— 
to maintain the system on a sound basis. 

Accordingly, in view of the further financial deficiency resulting from these 
bills, you are advised that the enactment of any of these bills would not be in 
accord with the program of the President. 

Sincerely yours, 
A. R. Jones, Deputy Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


Washington, D. C., March 16, 1957. 
Hon. Oren Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your letter of January 17, 1957, 
requesting the views of the Bureau of the Budget on H. R. 900, a bill to amend the 
Railroad Retirement Act of 1937 to provide that certain employees who terminate 
their railroad employment shall be entitled to a refund of the railroad retirement 
taxes which they have paid. 

H. R. 900 would amend the Railroad Retirement Act to permit an employee 
with less than 10 years of railroad service to withdraw, in a lump sum with 
interest, the taxes paid by him under the Railroad Retirement Act. The bill 
also provides that the railroad employment would not thereafter count towards 
benefits under either the Railroad Retirement Act or the Social Security Act. 
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Aside from the increased administrative burden, which would be required in 
many cases for small refunds, the proposal would jeopardize the social-insurance 
protection now provided to an employee and his family. Under the provisions of 
the bill the period for which a refund was paid could not be included with other 
(or subsequent) employment to provide benefits under the OASI or the railroad 
programs. 

Accordingly the Bureau of the Budget does not recommend enactment of the 
proposed bill. 

Sincerely yours, 
‘ Ropert E. Merriam, Assistant Director. 


RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 8, 1957. 
Hon. OREN Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bill H. R. 900, which was introduced 
in the House of Representatives by Mr. Rabaut on January 3, 1957, and referred 
to your committee for consideration. 

The bill would amend the Railroad Retirement Act of 1937, as amended, by 
providing that an employee with less than 10 years of service who terminates his 
railroad employment shall, upon application, be paid back, in a lump sum, with 
interest, the amount of all taxes paid by him under the Railroad Retirement Tax 
Act. Such railroad employment would not thereafter count towards benefits 
under either the Railroad Retirement Act or the Social Security Act. 

The Board is opposed to the enactment of the bill for the following reasons: 

1. Refunds of employee contributions are contrary to universally accepted 
principles of social insurance. One of the basic features of a social-insurance 
system is compulsory coverage which does not permit an individual to withdraw 
from membership and thereby forfeit valuable benefit rights. 

2. The option to receive a refund of retirement taxes would induce many rail- 
road employees to make a choice which could prove to be unwise and which they 
would later regret. Such employees would not have the right to rectify their 
mistake, since the bill makes no provision for employees to repay the amount re- 
ceived and thereby reinstate their credits under the Railroad Retirement Act. 
It should be noted that the employee would not only forfeit his credits under the 
Railroad Retirement Act but also would in effect waive his seniority rights to 
return to railroad work. 

3. The right of employees withdrawing from the railroad industry before the 
completion of 10 years of service to a refund of their retirement taxes might 
create a precedent for extending the same right to other groups of employees. 
Furthermore, the refund of employee taxes would raise the question of equal 
treatment for employer contributions with respect to the same individuals. While 
the provisions of the bill itself do not present any serious threat to the financial 
soundness of he railroad retirement system, an extension of its provisions to 
cover employer taxes would seriously affect its financial conditions. 

4. The administration of the refund provisions of the bill would involve a great 
deal of correspondence and lengthy computations. This would add considerably 
to the already heavy administrative duties of the Board. 

The board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 





RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bill House of Representatives 1008, 
which was introduced in the House of Representatives by Mr. Williams on Jan- 


uary 3, 1957, and which was referred to your committee for consideration. 
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The bill would amend the Railroad Retirement Act of 1937, as amended, by 
repealing the present restriction in section 2 (e) of the act which requires the 
reduction of the spouse’s annuity by the amount of her insurance benefit under 
the Social Security Act. This repeal would be retroactive to October 31, 1951, 
and requires the restoration of all such reductions made after that date. 

The bill also purports to repeal the second sentence of section 5 (g) (2) of the 
act which required the reduction of survivor annuities by the amount of the in- 
surance benefits under the Social Security Act. This sentence, however, has 
already been repealed by Congress, by section 2, Public Law No. 383, 84th Con- 
gress, Ist session, approved August 12, 1955. In view of this repeal this report 
will not otherwise consider or discuss that section of the bill. 

The combined employer-employee taxes for the support of the railroad retire- 
ment system amount to 12.50 percent of taxable pay roll, with a limit of $350 a 
month per employee. A recent actuarial estimate shows that the level cost of the 
benefits under the act is about 15.70 percent of payroll, indicating a present de- 
ficiency of about 3.20 percent of payroll or $170 million a year. 

We estimate that the additional costs of the amendments proposed in H. R. 
1008 would come to approximately 0.19 percent of payroll or $10 million a year 
on a level basis. This would increase the deficiency from 3.20 to 3.39 percent 
of payroll or from $170 million to $180 million a year. 

Although there are many other reasons why the Board believes that this bill 
should not be enacted, the fact that it would provide no additional revenue to 
meet the substantial increase in the costs of compels the Board, for that reason 
alone, to recommend that no favorable consideration be given to the bill. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bill H. R. 2033 introduced in the 
House of Representatives on January 5, 1957, by Mrs. St. George, the identical 
bill H. R. 2166 introduced in the House on January 7, 1957, by Mr. Powell, and 
the identical bill H. R. 3115, introduced in the House on January 16, 1957, 
by Mr. Van Zandt. 

The bills contain a number of technical defects which would require cor- 
rection. For purposes of this report, we are interpreting the bills as amending 
the Railroad Retirement Act of 1937, as amended, in the following manner: 

1. Full annuities would be payable at age 60 or after 30 years o fservice re- 
gardless of age. Under present law, full age annuities to men are not available 
until age 65. Women with 30 years of service may retire at age 60 without 
a reduction in their annuities. However, men with 30 years of service, re- 
tiring for reasons other than disability between the ages of 60 and 65, have 
their annuities reduced by one one-hundred-and-eightieth for each calendar 
month they are under the age of 65 when their annuity begins to accrue. 

2. A new minimum would apply in cases of persons retiring at age 60 or 
after 30 years of service. This minimum would equal one-half of the creditable 
monthly compensation for 5 consecutive years of highest earnings. The new 
minimum would apply in addition to the present minimums provided in section 
3 (e) of the act. 

3. The provisions of the present act, which are applicable to spouses’ and 
survivors’ annuities, would remain unchanged. In particular, the age re- 
quirement for spouses’ annuities would still remain 65, even though the normal 
retirement age for employees would be lowered to 60. 

4. The changes would become effective the first of the month following the 
month in which 90 days would have elapsed since the enactment of the bills. 

The amendments would be objectionable on the following grounds: 
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1. The bills, if enacted, would increase the cost of the railroad retirement 
system by about 3.75 percent of payroll, or $200 million a year. 

2. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the 
Act is about 15.70 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent the present benefit structure already involves an actuarial de- 
ficiency of 3.20 percent of payroll, which is equivalent to about $170 million 
a year on a level basis. 

3. The effect of the enactment of the bills would be to increase the deficiency 
to about 6.95 percent of payroll or approximately $370 million a year. 

Although there are other important reasons why the Board believes that 
these bills should not be enacted, the fact that they would provide no additional 
revenue to meet the very large increase in the cost of the benefits compels the 
Board, for that reason alone, to recommend that no favorable consideration be 
given to the bills. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
HowarpD W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN Hargis, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 


Dear Mr. Harris: This is a report on the bill H. R. 2165, which was intro- 
duced in the House of Representatives by Mr. Powell on January 7, 1957, and 
referred to your committee for consideration. 

The bill would amend the Railroad Retirement Act of 1937, as amended, in 
the following respects : 

1. The conditions of eligibility for nondisability annuities would be changed 
by substituting for the present age and service requirements, the sole require- 
ment that the individual have completed 30 years of service. 

2. An annuitant who completed 30 years of service would receive, for the 
months following the month of enactment, an annuity equal to 50 percent of 
the “‘taxable wages of his 5 years of highest earnings.” 

The bill would also amend the Railroad Retirement Tax Act by increasing the 
maximum applicable to the amount of compensation taxable under the act, 
both to the employee and to the employer, from $350 to $400. 

The provision making 30 years of service the sole requirement for a nondis- 
ability annuity would be objectionable in that in many cases taxes would have 
been paid for many years (that is, for years less than 30) to support the system, 
without corresponding credit, or even any at all, toward retirement benefits; and 
since it would frustrate the expectation of receiving an annuity under the Rail- 
road Retirement Act of many employees who will not have the 30 years’ required 
service at retirement age or what they had come to regard as retirement age. 
It is possible, however, that this provision, though not so stated, was intended 
merely as an alternative to the present age-and-service annuity requirements. 
Apart from this, the provision would be objectionable because it would encourage 
retirement of other employees at relatively young ages, or at a time possibly 
many years earlier than the normal and ordinary time of retirement. The result 
would be a loss to the railroad industry of special skills and experience without 
compensating factors; and it would enable those leaving the industry to compete 
in the nonrailroad labor market on what would be in effect a subsidy, paid for 
by the railroad industry and the workers in it. 

Under present law, retirement for reasons other than disability is in no case 
permitted before attainment of age 60. Women with 30 years of service may 
retire at age 60 without a reduction in their annuities. However, men with 30 
years of service retiring on a nondisability annuity between the ages of 60 and 
65 have their annuities reduced by one one-hundred-and-eightieth for each 
calendar month they are under the age of 65 when their annuity begins to accrue. 
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The provision for computing annuities on the basis of 50 percent of the in- 
dividual’s “taxable wages of his 5 years of highest earnings” has technical defects 
which would require correction and is ambiguous, especially considered in the 
context of other provisions of the act which the bill does not propose to amend 
or strike out. It is noted, in this connection, that the bill does not propose to 
amend the Railroad Retirement Act to increase to $400 the amount of “com- 
pensation” (a term which, unlike “wages,” has a technical, defined meaning in 
the act) which may be credited to an individual for any month. 

The Board is also opposed to the enactment of the bill for the following 
reasons: 

1. The bill, if enacted (and assuming that the 30-year eligibility provision is 
merely to provide an alternative qualifying condition), would increase the cost 
of the railroad retirement system by about 3 percent of payroll (with the $400 
limit on monthly compensation), or $170 million a year. 

2. The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad retirement system cannot absorb the added cost because a re- 
cent actuarial estimate shows that the net level cost of benefits under the act is 
about 15.70 percent of taxable payroll. Since the actual tax rate is only 12.50 
percent, the present benefit structure already involves an actuarial deficiency of 
3.20 percent of payroll (with the $350 limit on monthly compensation) which is 
equivalent to about $170 million a year on a level basis. 

The board, accordingly, recommends that no favorable consideration be given 
to the bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago 11, IU., March 7, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
Room 1334, House Office Building, Washington, 25, D.C. 

Dear Mr. Harris: This is a report on H. R. 2233 which was introduced in 
the House of Representatives by Mr. O’Konski on January 7, 1957, and which was 
referred to your committee for consideration. 

The bill would amend section 3 (c) of the Railroad Retirement Act of 1937, 
as amended, to base the monthly compensation which determines the amount of 
an employee’s retirement annuity (and, incidentally, that of his wife) on the 
5 ealendar years (consecutive or otherwise) of highest earnings during the 
employee’s whole working lifetime up to as much as $350 a month. At present, 
the monthly compensation is based on total creditable earnings during the whole 
period of the employee’s railroad service with special provisions made for the 
computation of earnings before 1937 according to the base period 1924-31, with 
a limit in this computation with respect to months before 1954 which would 
not include compensation in excess of $300 a month. The bill would amend also 
section 2 (e) of the Railroad Retirement Act to eliminate the present provision 
for reducing a spouse’s annuity by the amount of any monthly benefit under the 
Social Security Act for which the spouse is eligible leaving in effect the provision 
for reducing the spouse’s annuity by the amount of any annuity under the Rail- 
road Retirement Act to which the spouse would otherwise be eligible. The pro- 
visions of the amendments would be effective with respect to annuities accruing 
for months after the month in which the bill is enacted and would provide for 
the recertifications necessary by the enactment without application therefor. 

Apart from any other consideration, the amendment to section 3 (c) of the 
Railroad Retirement Act would create administrative difficulties which would 
be almost insurmountable. First, it would be necessary to secure detailed earn- 
ings records for service before 1937 in order to make adjustments for the in- 
creased limit on creditable compensation. In a large number of cases old payroll 
records may no longer be available. The possible unavailability of payroll rec- 
ords going many years back was, in fact, one of the reasons why the period 
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1924-1931 was selected for the determination of average earnings for service 
before 1937. The proposed amendment would recreate all these difficulties. Sec- 
ond, supplementary compensation reports would be required for the period Jan- 
uary 1937—June 1954 in order to credit up to $50 a month of additional compen- 
sation which, in the overwhelming majority of cases, was not previously reported. 
Third, the Board would be required to go over the compensation records year by 
year so as to find the 5 years of highest earnings. Finally, the Board would have 
to have to recertify practically all employee annuities in force on the date of the 
enactment of the bill. All this would impose enormous burdens not only upon 
the Board but also upon employers who would be required to search their payroll 
records for many years back and to submit new reports based on the additional 
information developed. 

The Board is opposed otherwise to the enactment of the bill for the following 
reasons! 

1. The bill, if enacted, would increase the cost of the railroad retirement system 
by 1.83 percent of payroll, or about $97 million a year. 

2. The bill makes no provision for financing the additional cost which its 
enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate of the railroad retirement system shows that the net 
level cost of benefits under the act is 15.70 percent of taxable payroll. Since 
the actual tax rate is only 12.50 percent, the present benefit structure already 
involves an actuarial deficiency of 3.20 percent of payroll which is equivalent 
to about $170 million a year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency to 
5.03 percent of payroll or approximately $267 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to the committee. 

Sincerely yours, 
HowakbD W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN Hargis, 
Chairman, Committee on Interstate and Foreign Commerce, 
Room 1334, House Office Building, 
Washington, D.C. 


DEAR Mr. Harris: This is a report on the bill H. R. 3116 which was introduced 
in the House of Representatives by Mr. Van Zandt on January 16, 1957, and 
referred to your committee for consideration. 

The bill, which is identical to H. R. 856, 84th Congress, contains a number of 
technical defects which would require correction. For purposes of this report, 
we are interpreting the bill as amending the Railroad Retirement Act of 1937, 
as amended, in the following manner: 

1. Full annuities would be payable at age 60 or after the completion of 35 years 
of service regardless of age. Under present law, full age annuities to men are 
not available until age 65. Women with 30 years of service may retire at age 
60 without a reduction in their annuity. However, men with 30 years of service 
retiring for reasons other than disability between the ages of 60 and 65 have 
their annuities reduced by one one-hundred-eightieth for each calendar month 
they are under the age of 65 when their annuity begins to accrue. 

2. A new minimum would apply in cases of persons age 60 or with 35 years 
of service. The minimum would equal one-half of the average creditable compen- 
sation during the 5 years of highest earnings. The new minimum would apply in 
addition to the present minima provided for in section 3 (e) of the act. 

3. The age requirement for a spouse’s annuity would still remain 65 even 
though the normal retirement age for employees would be lowered to 60, but the 
amounts of such annuities might be subject to an increase as a result of any of 
the proposed changes. 

4. The changes would become effective the 1st of the month following the 
month of enactment of the bill. 
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The combined employer-employee taxes for the support of the railroad retire- 
ment system amount to 12.50 percent of taxable payroll with a limit of $350 a 
month per employee. A recent actuarial estimate shows that the level cost of 
benefits under the act is 15.70 percent of taxable payroll, indicating a present 
deficiency of 3.20 percent of payroll or $170 million a year. 

We estimate that the additional cost of the amendments proposed in H. R. 
8116 would come to about 2.50 percent of payroll or approximately $130 million 
a year on a level basis. This would increase the deficiency from 3.20 to 5.70 
percent of payroll or from $170 million to $300 million a year. 

Although there are other important reasons why the Board believes that this 
bill should not be enacted, the fact that it would provide no additional revenue 
to meet the very large increase in the cost of benefits, compels the Board, for 
that reason alone, to recommend that no favorable consideration be given to the 
bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago 11, Ill., March 7, 1957. 
Hon. OREN HArRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
Room 1334, House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bills H. R. 3117 and H. R. 3420, which 
are identical and were introduced in the House of Representatives by Mr. Van 
Zandt on January 16 and January 22, 1957, respectively. 

The bills would amend section 2 (e) of the Railroad Retirement Act of 1937, 
as amended, to eliminate the present provision in the Railroad Retirement Act 
under which a spouse’s annuity is reduced by the amount of any other annuity 
under the Railroad Retirement Act, or the monthly benefit under the Social 
Security Act (other than a wife’s or husband’s benefit), to which the spouse is 
entitled. The provisions of the amendments would be effective with respect to 
spouses’ annuities beginning to accrue on and after the date of enactment of the 
bills. 

The Board is opposed to the enactment of the bills for the following reasons: 

1. The bills, if enacted, would increase the cost of the railroad retirement 
system by 0.18 percent of payroll, or about $10 million a year. 

2. The bills make no provision for financing the additional cost which their 
enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent the present benefit structure already involves an actuarial de- 
ficiency of 3.20 percent of payroll which is equivalent to about $170 million a year 
on a level basis. 

4. The effect of the enactment of the bills would be to increase the deficiency 
to 3.88 percent of payroll or $180 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to these bills. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to the committee. 

Sincerely yours, 
Howarp W. HaBERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 
DEAR Mr. Harris: This is a report on the bills H. R. 3118, H. R. 3421, H. R. 
3756, and H. R. 4523 which are identical bills and which were referred to your 
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committee for consideration. The bills H. R. 3118 and H. R. 3421 were intro- 
duced in the House of Representatives by Mr. Van Zandt on January 16, and 
January 22, 1957, respectively; the bill H. R. 3756 was introduced in the House 
by Mr. Cunningham on January 28, 1957; and the bill H. R. 4523 was introduced 
in the House by Mr. Poff on February 6, 1957. 

The bills would amend that provision of subsection (a) of section 2 of the 
Railroad Retirement Act of 1937, as amended, which makes cessation of service 
to any person a condition to eligibility for a retirement annuity, the provision of 
subsection (b) of this section relating to the requirement of relinquishment of 
employment rights by the applicant, and the provision of subsection (d) of this 
section forbidding payment of an annuity with respect to any month in which the 
annuitant renders compensated service to an “employer” under the act or to the 
last person by whom he was employed prior to the date on which his annuity 
began to accrue. The proposed amendments would make these provisions of the 
act applicable only with respect to service to or employment rights with an 
employer as defined in the act. 

The amendments proposed by the bills would restore the provisions as they 
were in effect in the Railroad Retirement Act of 1935, insofar as working for a 
person other than an employer is concerned. During the hearings in 1937 on the 
bill to amend the Railroad Retirement Act of 1935, it was stated by a witness for 
the Association of American Railroads and the standard railway labor unions 
that the provisions in the 1935 act in this respect discriminated against career 
railroad workers who stayed in the railroad industry all their lives, and favored 
those railroad workers who left the railroad industry before retirement age and 
engaged in other employment. (Hearings before the House Committee on Inter- 
state and Foreign Commerce, 75th Cong., on H. R. 6956, pp. 74-75. Hearings 
before the Senate Committee on Interstate Commerce, 75th Cong., on S. 2395, 
p. 53.) The latter, upon attaining age 65, could receive their annuities under 
the Railroad Retirement Act in addition to their salaries for services for a non- 
employer, while the career workers, upon attaining retirement age, have only 
the annuities to rely upon. The purpose of the provisions, which the bills would 
eliminate, was to avoid this discrimination. Congress then apparently accepted 
the views in support of these provisions and has continued them in effect ever 
since although amending the act in other respects on many occasions. 

Aside from the question as to their desirability otherwise, the bills would im- 
pose additional costs on the railroad retirement system, which, it is estimated, 
would come to about $10 million a year or 0.19 percent of payroll. In view of 
this and since the Board has always opposed any proposal for amendment which 
would increase costs without providing a method for financing them, the Board 
recommends that the bills not be enacted. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 





RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon. OREN HArris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 


Dear Mr. Harris: This is a report on the bill H. R. 3422 which was introduced 
in the House of Representatives by Mr. Van Zandt on January 22, 1957, and 
which was referred to your committee for consideration. 

The bill would increase widow’s insurance annuities under the Railroad Re- 
tirement Act of 1937, as amended, by 25 percent. The bill would not increase 
dependent widowers’ annuities. The amendments would be effective with respect 
to widows’ insurance annuities for months following the month of enactment of 
the bill. All recertifications required by the bill would have to be made by the 
Board without application therefor. 

The Board is opposed to the enactment of the bill for the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement 
system by about 0.85 percent of payroll, or $45 million a year. 
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2. The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll. Since the actual tax rate is only 12.50 
percent, the present benefit structure already involves an actuarial deficiency of 
about 3.20 percent of payroll which is equivalent to $170 million a year on a level 
basis. 

4. The effect of the enactment of the bill would be to increase the deficiency to 
4.05 percent of payroll or approximately $215 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 


Howarp W. HARBERMEYER, Chairman, 





RAILROAD RETIREMENT BOarp, 
Chicayo, Ill., March 7, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DeAR Mr. Harris: This is a report on the bill H. R. 3545, which was intro- 
duced in the House of Representatives by Mr. Zelenko on January 23, 1957, and 
referred to your committee for consideration. 

The bill would amend the Railroad Retirement Act of 1937, as amended, in 
the following manner: 

1. The age requirement with respect to full annuity eligibility, now fixed at 
age 65 for men except where disability is involved, would be lowered to age 60 
where the individual has completed 30 years of service, thus extending to men 
with this amount of service the earlier retirement privilege now limited to women 
with this amount of service. 

2. An individual with 30 years of service could elect to receive a reduced an- 
nuity after attaining age 55. The age requirement at present with respect to re- 
duced annuities is age 60. 

3. A new minimum would apply to cases of persons who have completed 30 
years of service. The minimum would equal one-half of the average monthly 
compensation during the 5 years of highest earnings. This new minimum would 
apply in addition to the present minimums provided for in section 3 (e) of the 
act. 

4. The age requirement for a spouse’s annuity would still remain 65 even 
though the retirement age for employees in many cases would be lowered to 60; 
the amount, of the spouse’s annuity might be increased, however, as a result 
of the enactment of the bill. 

5. The changes would be effective for months after the month of enactment 
of the bill. 

The Board is opposed to the enactment of the bill for the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement sys- 
tem by about 1.70 percent of payroll, or $90 million a year. 

2. The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad-retirement system cannot absorb the added cost because a 
recent acutarial estimate shows, that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent the present benefit structure already involves an actuarial de- 
ficiency of 3.20 percent of payroll which is equivalent to about $170 million a 
year on a level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to about 4.90 percent of payroll or approximately $260 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 16, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, House Office Building, 
Washington, D. C. 


My Dear Mr. CHAIRMAN: This is in reply to your requests for the views of 
the Bureau of the Budget on the following bills to amend the Railroad Retire- 
ment Act: H. R. 3855, H. R. 4194, H. R. 4195, H. R. 4677, and H. R. 5022. 

Aside from questionable features related to specific bills each bill would in- 
crease benefit outlays in the railroad retirement system without providing in- 
creased contributions. The existing actuarial deficiency of the railroad retire- 
ment system, estimated by the actuaries of the Railroad Retirement Board, is 
3.20 percent of payroll. The Board estimates that each of these bills would in- 
crease the deficiency still further from 0.25 percent of payroll to 1.53 percent. 

In view of the increased financial deficiency resulting from these bills, you are 
advised that—as reported by the Bureau of the Budget on March 7, 1957, on 
other bills which also increased the deficiency—the enactment of any of these 
bills would not be in accord with the program of the President. 

Sincerely yours, 
Rosert E. MERRIAM, Assistant Director. 





RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 8, 1957. 
Hon. OREN HARrrIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

Dear Mr. Harris: This is a report on the identical bills H. R. 3855, which was 
introduced in the House of Representatives by Mr. O’Konski on January 28, 1957, 
and H. R. 4677, which was introduced in the House by Mr. Byrd on February 11, 
1957, and which were referred to your committee for consideration. 

The bills would in general increase retirement and survivor annuities under 
the Railroad Retirement Act by 10 percent. The bills would not increase 
(i) a minimum annuity which, under section 3 (e) of the act, is equal to the 
employee's “monthly compensation”, (ii) a spouse’s annuity which is now $54.30, 
(iii) a spouse’s annuity by as much as 10 percent if such annuity is now over 
$49.36, (iv) any annuity which, after the enactment of the bill, would be payable 
under the social-security minimum, and (v) any annuity by as much as 10 per- 
cent if such annuity is now payable under the social-security minimum even 
though after the enactment of the bills such annuity would be payable under the 
regular formula. The amendments would be effective with respect to annuities, 
covered by the bills, accruing for months following the month of enactment of 
the bills, and with respect to pensions due in calendar months after the month 
of enactment. All recertifications required by the bills would have to be made by 
the Board without application therefor. 

The Board is opposed to the enactment of the bills for the following reasons: 

1. The bills, if enacted, would increase the cost of the railroad retirement sys- 
tem by about 1.53 percent of payroll, or $81 million a year. 

2. The bills make no provision for financing the additional cost which their 
enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll, Since the actual tax rate is only 12.50 
percent, the present benefit structure already involves an actuarial deficiency of 
3.20 percent of payroll which is equivalent to about $170 million a year on a level 
basis. 

4. The effect of the enactment of the bills would be to increase the deficiency to 
4.73 percent of payroll or $251 million on a level basis. : 

The Board, accordingly, recommends that no favorable consideration be given 
to these bills. 
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The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report to the committee. 
Sincerely yours, ; 
Howarp W. HAREBMEYER, Chairman. 





DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, March 15, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: This letter is in response to your requests for reports on 
H. R. 4101 and H. R. 4102, and four identical bills, H. R. 4353, H. R. 4354, H. R. 
4530, and H. R. 4620, all of them bills to amend the Railroad Retirement Act of 
1937, the Railroad Retirement Tax Act, and the Railroad Unemployment Insur- 
ance Act, so as to provide increases in benefits, and for other purposes. Addi- 
tional bills, identical with the last-mentioned group have more recently been 
introduced. 

In view of the comprehensive analysis contained in the Railroad Retirement 
Board’s report on H. R. 43538 and H. R. 4354 and the fact that these bills are identi- 
eal with H. R. 4101 and H. R. 4102 except for the income-tax feature discussed 
below, we shall not burden this report with the customary summary of the pro- 
posed legislation. 

H. R. 4101 and H. R. 4102, while otherwise identical with the later bills, would 
exclude the amount of an employee’s contributions :nder the Railroad Retirement 
Tax Act from his gross income for purposes of the Federal income tax. As you 
will recall, the same proposed income-tax exemption was deleted by your com- 
mittee on jurisdictional grounds in reporting out last year’s major proposal 
(H. R. 9065) but with the understanding that this feature would be considered 
in the form of a separate bill by the Committee on Ways and Means, with express 
recognition of the fact that this feature and the benefit and contribution increases 
were regarded by the railway labor organizations as “inseparable parts of a uni- 
fied and integral program” and that these organizations would not favor enact- 
ment of the measure without the tax exemption (H. Rept. 2418, 84th Cong., 
pp. 10-12). And when the tax exemption failed to clear the other commit- 
tee, an amended measure (actually 8S. 3616, as passed by the Senate) providing 
merely for a 10 percent benefit increase without any contribution increase was 
passed as interim emergency legislation (Public Law 1013). 

In view of this history, the pendency of the proposed income-tax feature before 
the Committee on Ways and Means in the present Congress, and the fact that one 
of the separate tax exemption bills (H. R. 3665) now before that committee is 
referred to as a part of the overall proposal in summary introduced in the Con- 
gressional Record in connection with a companion bill (S. 1313) identical with 
H. R. 4353 and H. R. 4854, we cannot ignore the tax exemption feature of H. R. 
4101 and H. R. 4102 in appraising this entire group of bills. 

As stated by the President in approving last year’s interim bill (Public Law 
1013), prompt corrective action at the present session of the Congress to assure 
adequate financing of the system is imperative in view of the serious actuarial 
deficit in the railroad retirement account: And any additional increase in bene- 
fits calls for an increase in contribution rates great enough to make up both the 
existing deficit and the further costs such benefit increase would entail. This 
the present bills strive to do, and in that respect they are preferable to H. R. 
9065 and other bills considered by your committee last year. But to finance the 
employees’ share of the cost of the benefit increase, wholly or in part, out of gen- 
eral taxation by excluding employee retirement contributions from gross income 
for income-tax purposes, would in our view be ill advised. In the first place, 
We can see no justification for exempting from income-tax liability both the 
amount of employee contributions and the benefits that will later be paid on the 
basis of these contributions under a retirement system. As you know, benefits 
under the Railroad Retirement Act are already exempt from income tax. More- 
over, the provision would give unjustifiable preferential treatment to employees 
covered under the railroad retirement system as compared with employees under 
the old-age and survivors insurance system, the civil service retirement system, 
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and other public and private retirement and survivor benefit plans, and would 
set an undesirable precedent for extending like treatment to the latter. Indeed, 
such an extension of the present proposal is already included, as respects social 
security and civil service retirement contributions, in bills recently introduced 
(H. R. 5551; H. R. 5768). 

Apart from the income-tax exemption feature, two aspects of the proposed 
amendments to the railroad retirement program give rise to concern. 

In the first place, while the proposed benefit level, we believe, would not be 
out of line with benefits under private industry plans coupled with those paid 
under title II of the Social Security Act, the difficulty is that the contribution 
and benefit structure under the Railroad Retirement Act is neither the outgrowth 
of collective bargaining between management and labor nor employer-sponsored, 
but is imposed by legislation. We would certainly regard with serious concern 
any general attempt to impose such a benefit structure, with the consequent cost, 
on private industry by legislation. The problem is that the Railroad Retire- 
ment Act attempts to combine a statutorily regulated social insurance systeni 
with a staff retirement and survivor benefit system. While we are aware of the 
history which originally led to the enactment of this act, this aspect of the pro- 
gram is necessarily troublesome every time it is proposed to increase the bene- 
fits, and thus the cost of the system. Moreover, in comparing the proposed bene- 
fit structure with industry staff plans determined by collective bargaining, it 
becomes essential to resolve the question (not within our special competence) 
whether the railroad industry could bear the increased contribution rates pro- 
posed without undue strain, especially in view of the increases imposed at the 
same time under the Railroad Unemployment Insurance Act. 

In addition, one aspect of the actuarial calculations on which the Board’s 
total estimate is based deserves to be specially noted. The Board estimates that, 
despite the proposed changes in the benefit provisions of the Railroad Retirement 
Act, the proposed increases in the railroad retirement taxes (including the de- 
ferred additional taxes contingent on old-age and survivors insurance rates) 
will reduce the actuarial deficiency of the system on a level-premium basis from 
3.20 percent of payroll (as of December 31, 1956) to 0.37 percent of payroll. 
However, this estimate is based in part on a long-range estimate that the pro- 
vision for financial interchange between the railroad retirement system and the 
old-age and survivors insurance system will yield the railroad system a net gain 
of 1.18 percent of payroll on a level-premium basis. Our chief actuary, on the 
other hand, estimates that in the long run there will be no significant net gain 
to either system from the operation of the financial-interchange provision. He 
emphasizes that, more than for any other provision of the Railroad Retirement 
Act, any estimate as to the long-range effect of the financial-interchange pro- 
vision is necessarily subject to future variation since it rests largely on an as- 
sumption as to the stability of employment in the railroad industry. Should his 
estimate materialize, however, the actuarial deficiency of the railroad retirement 
system would be somewhat over 1% percent of payroll on a level-premium basis, 
which might eventually require a combined employer-employee contribution rate 
of 20 percent if the benefit increase now proposed should be enacted. This possi- 
bility should, we believe, be taken into account in considering the most costly of 
the proposed benefit increases. 

The proposed changes in the unemployment and sickness benefit and contribu- 
tions structure of the Railroad Unemployment Insurance Act proposed by these 
bills would, as pointed out by the Board, be costly and far reaching. The pro- 
vision (retroactive to January 1, 1957) for extended unemployment insurance 
benefits of varying duration after exhaustion of regular benefit rights, in cases 
of workers who have had 5 or more years of railroad service, would be a strik- 
ing innovation for this country. As the Board puts it, under that provision “an 
unemployed man with 20 or more years of service could receive benefits, under 
special conditions, for as much as 4% years longer than he might otherwise.” 
Such a provision deserves the most careful scrutiny and study, not only from the 
point of view of cost for this self-contained social insurance program, but also 
from the point of view of its consistency with generally accepted social insurance 
principles and its possible precedent-setting effect for this country. The other 
provisions also—including the elimination of the waiting period for unemploy- 
ment benefits in virtually all cases (with benefits payable for even 1 day of un 
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employment on a normal workday), and including the proposed benefit schedule 
under which, as the Board points out, “it would be possible for some beneficiaries 
to be paid at benefit rates near 70 percent of the daily rate of pay” (and even 
higher percentage in the case of maternity benefits)—merit careful study in 
these respects. Finally, the estimates of the Board suggest that even the sharply 
increased employer taxes proposed by these bills may not, if all the proposed 
benefit changes are enacted, provide an adequate margin of safety for the rail- 
road unemployment insurance account. 

To recapitulate: 

(1) We recommend against enactment of any legislation which as part of the 
same bill or as part of a “package,” would exempt employee contributions to 
the railroad retirement system from the Federal income tax. 

(2) Without the income-tax exemption feature, and if the actuarial estimates 
of the Board are accepted, the proposed changes in the railroad retirement sys- 
tem would bring the system close to actuarial balance notwithstanding the benefit 
increases, but would still raise the question (not within our special competence ) 
of the industry’s ability to bear the cost. Moreover, on the basis of the above-noted 
estimate of our chief actuary (rather than that of the Board) with respect to 
the effect of the financial interchange, the legislation still would not be adequately 
financed. 

(3) While we have not, so far, reached definitive conclusions on proposed 
changes in the Railroad Unemployment Insurance Act, we believe that (a@) any 
levels of benefits and contributions established should be such, and so interrelated, 
as to provide an adequate reserve for the system and to take account both of the 
needs of beneficiaries and of the capacity of the industry to bear the cost; (b) 
benefits should on the one hand be fully adequate and on the other not excessive 
in the light of generally accepted principles for this type of social insurance ; and 
(ce) unusual features of the proposal, particularly the provision for extended 
unemployment benefits for workers who have had 5 or more years of railroad 
service, should be carefully explored from the standpoints of their effects on the 
system, their consistency with generally accepted concepts of unemployment in- 
surance in this country, their effect on incentives to move out of railroading into 
other lines of work if railroad employment is not available for the individual, 
and their soundness in the light of experience had in other countries with com- 
parable provisions. 

The Bureau of the Budget advises that it perceives no objection to the submis- 
sion of this report to your committee. 

Sincerely yours, 
M. B. Fousom, Secretary. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 8, 1957. 
Hon. Oren HAgRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DEAR Mr. Harris: This is a report on the bill H. R. 4187 which was introduced 
in the House of Representatives on January 31, 1957, by Mr. Burdick, and which 
was referred to your committee for consideration. 

The bill would amend section 3 (e) of the Railroad Retirement Act so as to 
provide that the computation of annuities under the social security minimum 
formulas shall be made on the basis of railroad compensation only, without 
regard to concurrent social security benefits. Under present law, the amount 
guaranteed by the social security minimum provision is determined on the basis 
of railroad and social security credits combined, with a reduction for any con- 
current social security benefit to which the beneficiary is, or on application would 
be, entitled, or which would be a deductible item under the provisions of the 
Social Security Act. The change would become effective the first of the month 
following the enactment date of the bill and all required recertifications would 
be automatic without application therefor. 

In order to analyze the effect of the changes proposed by the bill, it is necessary 
to consider sections 1 (a) and 1 (b) separately. Section 1 (a) taken by itself 
would disregard the simultaneous social security benefit for purposes of the 
social security minimum provision but would leave the method of computing bene- 
fits under that provision otherwise unchanged. The effect would be to increase 
annuities computed under the social security minimum formula in practically 
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all cases where the beneficiary is entitled to a simultaneous benefit under the 
Social Security Act. In no case would benefits be reduced and this would be true 
for both retirement and survivor annuities. Thus, section 1 (a) of the bill would 
result in an additional cost to the railroad retirement system which is estimated 
to be in the neighborhood of $10 million a year on a level basis. 

On the other hand, section 1 (b) of the bill, which would eliminate social- 
security credits from the computation of the social-security minimum amount, 
would have the effect of generally decreasing benefits so computed in cases 
where the retired employee had some social-security earnings, but there is no 
entitlement to benefits under the Social Security Act. Particularly in the area 
of survivor benefits, there would be a reduction in large numbers of cases 
where the deceased employee had social-security earnings, and the survivor 
is not entitled to a social-security benefit in his or her own right. It is esti- 
mated that the number of survivor benefits which would be so reduced would 
substantially exceed the number of cases where benefits would be increased. 
Thus, section 1 (b) of the bill, when considered by itself, would result in sav- 
ings to the Railroad Retirement Account. 

It is estimated that the savings from section 1 (b) would about equal the 
additional costs from section 1 (a) of the bill. Thus, on the whole, the bill 
would not involve any net additional costs to the railroad retirement system; 
there is even a slight possibility of some savings. 

The Board is, however, opposed to the enactment of the bill for the following 
reasons: 

1. It would destroy the real purpose and usefulness of the social-security 
minimum and coordination provisions of the Railroad Retirement Act. 

2. It would single out for benefit increases cases where the individual is 
already receiving a more substantial income by means of two benefits from 
both the railroad retirement and social-security systems. 

3. The increases in certain annuities would be accomplished at the expense 
of many thousands of individuals (mostly survivors) who are receiving only 
a single benefit under the Railroad Retirement Act and whose benefits the bill 
would reduce. 

In view of the foregoing, the Board recommends that no favorable consider- 
ation be given to the bill. 

The Bureau of the Budget has advised that there is no objection to the 
submission of this report to the committee. 

Sincerely yours, 
HowarD W. HABERMEYER, 
Chairman, 


RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 8, 1957. 
Hon. OREN HARRIS, 


Chairman, Committee on Interstate and Foreign Commerce, 
Room 1334, House Office Building, Washington, D.C. 


DEAR Mr. Harris: This is a report on the bill H. R. 4194 which was intro- 
duced in the House of Representatives by Mr. Davis on January 31, 1957, and 
which was referred to your committee for consideration. 

The bill would amend section 2 (e) of the Railroad Retirement Act of 1937, 
as amended, to eliminate the present restriction requiring the reduction of the 
spouse’s annuity by the amount of any other annuity under the Railroad 
Retirement Act, or the monthly benefit under the Social Security Act (other 
than a wife’s or husband's benefit), to which the spouse is entitled. 

The bill also would delete the whole of subsection (g) of section 5. This 
would remove the present restriction against payment of survivor benefits under 
both the Railroad Retirement Act and the Social Security Act on the basis of 
earnings of the same employee, and would eliminate the prohibition against 
payment of more than one survivor annuity to an individual. 

The bill would, also, strike out section 202 (1) of the Social Security Act 
which in effect contains the same provision as the last sentence of section 
5 (g) (1) of the Railroad Retirement Act. 

The bill retains the present provisions of both the Railroad Retirement and 
the Social Security Acts by virtue of which survivor benefits are computed 
on the basis of the deceased employee’s railroad and social-security earnings 
combined. There is, however, the anomaly that railroad compensation would be 
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credited under the Social Security Act only when the survivors are not eligible 
for benefits under the Railroad Retirement Act, whereas social-security wages 
would be credited under the Railroad Retirement Act even though survivor 
benefits based on the same wages would also be available under the Social 
Security Act. It is difficult to see why social-security wages should be credited 
twice in cases where survivor benefits would be payable under both acts. 
Under present law, survivor benefits are paid by either the Railroad Retire- 
ment Board or the Social Security Administration but not by both at the 
same time. However, regardless of which agency pays the survivor benefits, 
the credits earned under both systems are combined. 

The Board is opposed to the enactment of the bill also for the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement 
system by about 0.65 percent of payroll, or $34 million a year. 

2. The bill makes no provision for financing the additional cost which its 
enactment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the 
act is about 15.70 percent of taxable payroll. Since the actual tax rate is only 
12.50 percent the present benefit structure already involves an actuarial deficiency 
of 3.20 percent of payroll which is equivalent to about $170 million a year on a 
level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to 3.85 percent of payroll or $204 million a year. 

The Board, accordingly, recommends that no favorable consideration be given 
to this bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


—__——— 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 8, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bill H. R. 4195 which was intro- 
duced in the House of Representatives by Mr. Davis on January 31, 1957, and 
which was referred to your committee for consideration. 

The bill would amend section 2 (a) 4 of the Railroad Retirement Act to 
permit payment of an annuity as early as age 50, instead of age 60, to a rail- 
road employee who has a current connection with the railroad industry and 
who becomes permanently disabled for work in his regular occupation. The 
present provision for such an annuity at any age to such an employee with 20 
years of creditable service would not be affected. 

The Railroad Retirement Board is opposed to the enactment of the bill for 
the following reasons: 

1. The bill, if enacted, would increase the cost of the railroad retirement sys- 
tem by about 0.11 percent of payroll, or $6 million a year. 

2. The bill makes no provision for financing the additional cost which its en- 
actment would entail. 

3. The railroad retirement system cannot absorb the added cost because a 
recent actuarial estimate shows that the net level cost of benefits under the act 
is about 15.70 percent of taxable payroll. Since the actual tax rate is only 12.50 
percent the present benefit structure already involves an actuarial deficiency 
of 3.20 percent of payroll which is equivalent to about $170 million a year on a 
level basis. 

4. The effect of the enactment of the bill would be to increase the deficiency 
to 3.31 percent of payroll or $176 million a year. ; ; : 

The Board, accordingly, recommends that no favorable consideration be given 
to the bill. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

Sincerely yours, , 
HowarkpD W. HABERMEYER, Chairman, 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 16, 1957. 
Hon. ORIN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, House of 
Representatives, House Office Building, Washington 25, D. C. 

My Dear Mr. CHAIRMAN: This is in reply to your requests for the views ot 
the Bureau of the Budget with respect to H. R. 4353, H. R. 4354, H. R. 4530, 
and H. R. 4620, identical bills amending the Railroad Retirement Act, the Rail- 
road Retirement Tax Act, and the Railroad Unemployment Insurance Act. 

These bills liberalize and increase the retirement, survivor, and unemployment 
and sickness benefits; provide for extended unemployment benefits; increase 
the compensation base for benefit and tax purposes from $350 to $400 a month; 
increase the combined rate of retirement taxes from 1214 percent to 15 per- 
cent and ultimately to 18 percent; and increase the employer contribution to 
the railroad unemployment insurance account up to a maximum rate of 4 percent. 

The railroad retirement system is at present confronted with an actuarial 
deficiency of 3.20 percent of payroll. As was recognized by your committee and 
by the administration last year, this serious deficiency must be remedied at an 
early date if the system is to be maintained on a sound reserve basis. Under 
these bills the additional revenues which would be provided for the railroad 
retirement system through increases in the tax rate and a higher wage base 
would reduce the actuarial deficit to 0.387 percent of payroll, according to act- 
uaries of the Railroad Retirement Board. On the basis of their estimates, this 
would meet the financing problem and would make the railroad retirement sys- 
tem almost completely self-financed. 

The estimated reduction in the actuarial deficiency from 3.20 percent to 0.37 
percent, however, is based upon many assumptions, including several which could 
turn out to be too optimistic. First, the Board’s actuaries estimate that as a 
result of the financial interchange with the OASI trust fund the railroad system 
costs will be reduced by 1.18 percent of payroll. The actuaries of the Social Se- 
curity Administration believe that this is on the high side and that no net re- 
duction will accrue to the railroad system. In that event the actuarial de- 
ficiency of 0.37 percent would be correspondingly greater. Second, the estimates 
assume a level annual taxable wage base of $5.75 billion. Whether this will be 
realized will, of course, depend upon developments in the industry, although 
as you know there has been evidence of a long-term downward trend in rail- 
road employment. We believe that these are points on which the committee 
might want to develop further information. 

In addition, the financial improvement of the railroad retirement system under 
these bills would depend substantially (1.95 percent of payroll) on future tax 
increases. These tax increases are needed to prevent the railroad net portion of 
the taxes from declining as increased OASI contribution rates, now scheduled by 
law, go into effect. Accordingly, to provide the tax rate needed for railroad 
benefits which are supplemental to OASI benefits, the bills require additional tax 
increases contingent upon increases in the OASI contributions. The combined 
tax rate would rise from 15 percent to 17 percent in 1970 and then 18 percent 
in 1975 when the OASI rate rises to 7.5 percent and then to 8.5 percent. We 
believe that it is a sound principle to gear further increases in railroad retirement 
rates to increases in the OASI rates because of the existing financial interchange 
between the two systems. We note, however, that this principle is not carried 
out with respect to the OASI contribution increases scheduled for 1965. We 
suggest therefore increases in railroad rates in 1965 (to 16 percent) when the 
OASI rate rises to 6.5 percent. 

These bills would increase benefits substantially both under the Railroad Re- 
tirement Act and under the Railroad Unemployment Insurance Act. Under the 
Railroad Retirement Act, benefit rates would be raised by 10 percent and other 
substantial liberalizations would be made at a total level premium cost of 2.81 
percent of payroll, according to the Board’s estimates. Under the Railroad 
Unemployment Insurance Act, the cost of unemployment benefits compared to 
the 1955-56 benefit year would be increased by 50 percent and the cost of sickness 
benefits by 26 percent. The percentage increase in future years would be even 
higher, according to the Railroad Retirement Board. 

Among the proposed provisions to liberalize the Railroad Retirement Act 
meriting particular notice are the following: 
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1. Under the existing law an individual cannot receive disability benefits for 
any month in which he is paid more than $100 in earnings. Under these bills 
this would be modified so that the disability benefit would be denied for any 
month in which earnings exceed $100 only if his annual earnings exceed $1,250. 
This proposed annual earnings criterion would seriously weaken the existing test 
for determining whether disability continues to exist. Under the proposed bill 
an individual could earn $300 a month for 4 months (which raises a serious ques- 
tion as to his continued disability) and still draw his monthly disability benefits 
for the entire year. Under the existing law his benefits would be withheld for 
these 4 months. While this annual criterion is found in the OASI program, it is 
not applicable to the disability benefits’ part of that program. Moreover, since 
the railroad program provides benefits under considerably less stringent condi- 
tions in occupational disability cases, it would appear most undesirable to weaken 
the disability test by liberalizing the earnings provisions. 

2. The insurance lump-sum payment would be extended so that it would be 
payable even though there were survivors eligible for immediate monthly bene- 
fits. While this proposal is similar to that contained in the Social Security Act, 
it should be noted that the proposed limit ($750) is three times higher than 
that provided under OASI. Furthermore the railroad system also provides 
residual lump-sum payments which are not provided under OASI. The risk 
protected by this insurance payment is significantly less important than monthly 
annuity or survivor benefit payments and it is not clear that additional costs 
should be incurred to increase these benefits. 

3. Under the existing law annuities are based upon either the railroad formula 
or the OASI formula—whichever yields the higher amount. This particularly 
affects survivor cases, two-thirds of which now draw benefits under the OASI 
formula. These bills would provide a 10-percent increase in annuities determined 
under the OASI formula, as well as a 10-percent increase in annuities determined 
under the railroad formula. As the use of the OASI formula is designed to assure 
that railroad benefits will not be lower than social-security benefits, it is question- 
able that the benefit resulting from the OASI formula should be increased when 
applied to railroad cases. 

Similarly, proposed amendments to the Railroad Unemployment Insurance 
Act raise important questions: 

4. The duration of unemployment benefits would be extended from the present 
effective duration of 26 weeks to from 1% to 4% years for employees having 5 or 
more years of railroad service. Benefits for such a protracted period are incon- 
sistent with the basic purpose of unemployment compensation and would impair 
incentives to move into other lines of work. In our present period of high em- 
ployment it is particularly important to avoid provision of benefits which may 
encourage workers not to seek productive employment. 

5. Provisions of the bills would virtually eliminate any waiting period for un- 
employment benefits. An individual would be entitled to benefits even though he 
was out of work for only 1 day. Experience has shown that there are significant 
reasons for a waiting period. It is not necessary to compensate every small 
case of wage loss which is often attendant upon normal and smooth adjustments 
between labor demand and supply. Few eligible unemployed workers lack suffi- 
cient funds to tide them over a few days of unemployment. In addition, the wait- 
ing period minimizes administrative costs involved in processing and paying 
very small claims, and serves to conserve the fund so that it can be used for 
benefit payments for more significant unemployment risks. 

6. The present maximum limit on unemployment benefits which range up to 

60 percent of gross pay would be raised to nearly 70 percent of gross pay, with 
corresponding increases in maximum daily benefits from $8.50 to $10.20. Inas- 
much as these percentages would be substantially higher if unemployment benefits 
were related to take-home pay, there is need for serious consideration of the 
question whether the proposed levels of benefits may be so high as to appreciably 
reduce incentive for workers actively to seek employment. 
These provisions with respect to the Railroad Unemployment Insurance Act are 
estimated by the Railroad Retirement Board to account for a significant part of 
the increased costs and the required increased employer contribution rate. As has 
been noted in the Board’s report, it appears likely that the maximum tax rate 
of 4 percent specified in the bill will fall short of covering the cost of these 
benefits. 

The above provisions, in our opinion, should receive the most careful scrutiny 
because they involve serious questions of social policy and possible precedents 
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for other programs. The additional costs of these benefits should also be con- 
sidered in relation to the pressing problem of assuring a sound financial base 
for existing benefits as increased last August. 

Altogether the proposed benefit liberalization, when added to the needed steps 
which these bills take toward eliminating the present serious financial deficiency 
in the railroad retirement system, would entail a substantial increase in railroad 
retirement and railroad unemployment taxes. The immediate effect of these 
bills would be to raise the railroad retirement rate to 15 percent and the unem- 
ployment rate to about 4 percent, or a combined total of 19 percent of covered 
payroll—7%4 percent on workers and 11% percent on the carriers. In 1975 the 
railroad retirement tax rate could be further increased to 18 percent, thus leading 
to a combined total of 22 percent of covered payroll—9 percent on employees and 
13 pereent on the employers. These rates would compare with the present rail- 
road retirement rate of 12.5 percent and unemployment rate of nearly 3 percent, 
a combined total of approximately 15.5 percent—644 percent on workers and 
914 percent on the carriers. The desirability and the feasibility of the proposed 
substantial liberalizations in benefits for workers in this industry at these payroll 
tax rates must, of course, be judged in terms of the industry’s long-term pros- 
pects and its competitive position with other forms of transportation. The addi- 
tion of several hundred million dollars to the operating expenses of railroads 
must also be appraised from the standpoint of possible effects on traffic rates 
and ultimately on our ability to achieve stabilization of general price levels. 
Your committee may desire to obtain information from qualified sources on these 
aspects of the bills. 

Finally, the increase in the employee contribution rate required to finance 
the existing program, as well as the increase required by the benefit increases 
in the proposed bills, have led to proposals to offset the contribution by exempt- 
ing it from existing withholding and income tax provisions. Three bills now 
before your committee on which the Bureau of the Budget reported on March 
7, 1957, (H. R. 583, 850, and 2164) include such an exemption, as does H. R. 
3665 now pending before the House Committee on Ways and Means. Tax ex- 
emption on payroll contributions of railroad employees would mean that the 
rest of the community would be subsidizing one particular industry group. 
Furthermore, the exemption would serve as a precedent for similar proposals 
affecting other social insurance (or even private pension) programs which, if 
enacted, would have serious adverse effect on the Government’s revenues. Such 
exemption provisions would not be in accord with the program of the President. 

In view of the bills to amend the Railroad Retirement Tax Act now pending 
before the House Committee on Ways and Means, a copy of this report is being 
sent to the chairman of that committee. 


Sincerely yours, 





Rosert E. Merriam, Assistant Director. 





RAILROAD RETIREMENT BOARD, 
Chicago Ill., March 8, 1957. 
Hon. OrEN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 


Dear Mr. Harris: This is the report of the Railroad Retirement Board on 
the identical bills H. R. 4353 and H. R. 4354, and any other bill identical thereto, 
which were referred to your committee for consideration. 

The bills would amend the Railroad Retirement Act, the Railroad Retirement 
Tax Act, and the Ralroad Unemployment Isurance Act in the following 
respects : 

RAILROAD RETIREMENT ACT 


1. Annuities, pensions, and lump sums (other than the residual lump sum) 
would be increased generally by 10 percent. The increase would be slightly 
more than that for most employee retirement annuities and survivor annuities 
computed under the regular railroad retirement formulas (as much as 1.4 per- 
cent more for some survivor benefits) because the increased percentages pro- 
posed by the bills in these formulas reflect rounding out the result after applica- 
tion of an exact 10 percent increase in the computation factors. 
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2. No change is proposed to be made by these bills with respect to that pro- 
vision of the minimum-annuity formula which, in certain cases, now fixes the 
minimum annuity payable to a retired annuitant at the amount of the in- 
dividual’s monthly compensation; therefore, no increase or an increase of less 
than 10 percent would result in annuities computed under this provision. The 
spouse of an annuitant whose annuity would not, for this reason, be increased 10 
percent, would also receive no increase or an increase of less than 10 percent 
in the spouse’s annuity, since spouses’ annuities are computed at one-half of the 
employee’s annuity. 

3. The maximum amount of compensation creditable under the Railroad Retire- 
ment Act for a month would be increased from $350 to $400 effective with respect 
to service rendered after June 30, 1957. 

4, The privilege now available to any employee with 30 years of service of 
electing to receive a reduced annuity to begin after age 60 and before age 65 
would be available to women employees with 10 years of service at age 62, and, 
at the same age, to wives of annuitants. The reduction would be by one one-hun- 
dred-eightieth for each calendar month the beneficiary is under age 65. 

5. The earnings test now applicable to disability annuitants, under which any 
disability annuitant under age 65 does not receive an annuity for any month in 
which he is paid more than $100 in earnings, would be modified by the addition 
of a provision that if the annuitant’s earnings in any calendar year do not exceed 
$1,200, the annuity otherwise not payable because of his earnings in any month 
in that year would become payable. Earnings from employment with an “em- 
ployer” under the act or for the annuitant’s “last employer” before he retired, 
would not count toward this $1,200 maximum. (No annuities are payable for 
months of such earnings by virtue of another provision of section 2 (d) of the 
Railroad Retirement Act.) Even if the annuitant’s earnings exceed $1,200 in 
any year, loss of annuity would not exceed 1 month’s annuity for each $100 or 
less (if more than $50) that the annuitant earned in excess of $1,200. 

6. The “insurance” lump sum now payable on the death of an employee only 
if no annuity is payable on application to a survivor, would be payable irrespec- 
tive of this circumstance, but would be subject to a maximum of $750. 

7. The formula for computing the “residual” lump sum would be amended in 
conformity with amendments proposed to the Railroad Retirement Tax Act (in- 
creasing the tax rate on employees to 7% percent and the maximum amount of 
compensation subject to the tax after June 30, 1957, to $400) by increasing the 
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percentage factor applicable to compensation after 1956 to 74% percent and to 
8 percent after 1957, and increasing the maximum amount of compensation for 
any month to which such factors are applicable from $350 to $400 for any 
month after June 30, 1957. 

8. The changes made by the bills would be effective with respect to all annui- 
ties payable for months after June 1957, to pensions due in calendar months after 
July 1957, and to lump sums payable with respect to deaths occurring after 
June 1957. 

RAILROAD RETIREMENT TAX ACT 


The bills would increase the tax rate on employees and employers from 6% 
to 714 percent and make the tax applicable to $400 instead of $350 of the em- 
ployee’s compensation earned in any month after June 1957. The tax rate would 
be increased with respect to compensation paid after 1969 by the same number 
of percentage points (or fractions of percentage points) by which the then current 
social security tax rate exceeds 2%4 percent, the rate scheduled to be increased in 
1965. 

The tax rate on employee representatives would be increased from 12% to 
15 percent and the tax base also raised to $400. This tax rate would also be 
increased with respect to compensation paid after 1969, just as in the case of the 
employer and employee, but this increase would be by twice the number of per- 
centage points (or fractions of points) that the then current social security tax 
rate exceeds 234 percent. 


RAILROAD UNEMPLOYMENT INSURANCE ACT 


1. A new schedule of daily benefit rates ranging from $0.50 to $1.70 higher 
than present rates would be provided. The alternative rate, which is now 50 
percent of the employee’s daily rate of pay in his last employment with an em- 
ployer in the “base” year, would be increased to 60 percent of such daily rate 
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of pay. The maximum daily benefit rate would be increased from $8.50 to $10.20. 
These increases would be effective with respect to benefits payable in general 
benefit years after the benefit year ending on June 30, 1957, and in extended bene- 
fit periods, described below, as early as January 1, 1957. 

2. The maximum amount of compensation for a month, for which credit would 
be given and contributions required, would be increased from $350 to $400, 
effective with respect to compensation paid for service rendered in calendar 
months after June 1957. 

3. The minimum amount of earnings in a “base” year which would qualify an 
employee for benefits would be increased from $400 to $500, effective with respect 
to “base” years after 1956. 

4. An employee with 5 or more years of railroad service who is out of work 
through no fault of his own has exhausted current rights to normal unemploy- 
ment benefits, would receive additional benefits during an extended benefit period. 
The duration of such extended benefit period would vary in accordance with the 
length of the employee’s previous railroad employment, so that an unemployed 
man with 20 or more years of service could receive benefits, under special condi- 
tions, for as much as 4% years longer than he might otherwise. An extended 
benefit period could begin as early as January 1, 1957. 

5. The maximum number of days of unemployment in the first registration 
period in a benefit year for which benefits may be paid would be increased from 
7 to 10, the same as it is now with respect to all subsequent registration periods. 

6. Sundays and other holidays would be treated the same as other days for 
unemployment-benefit purposes. 

7. To provide funds for the additional benefits that are proposed, the bills, in 
addition to raising the maximum taxable earnings for a month from $350 to $400 
and increasing from $400 to $500 the minimum earnings in a base year which 
would qualify a worker for benefits in the benefit year, as stated above, would 
provide for a contribution or tax rate of not less than 2 percent when the money 
in the railroad unemployment insurance account totals $450 million or more, 
which rate would be raised, by steps, to 4 percent when the money in the account 
falls below $300 million. The provision for increase in the contribution rate would 
be effective upon enactment of the bill and would apply only with respect to com- 
pensation paid after December 31, 1957. 


IMMEDIATE EFFECT OF AMENDMENTS TO THE RAILROAD RETIREMENT ACT AND THE 
RAILROAD RETIREMENT TAX ACT 


Employee annuities 


An estimated 332,000 employee annuities are expected to be in course of pay- 
ment on July 1, 1957. Of these, about 318,000 would be increased by the full 10 
percent, and 4,000 by less than 10 percent, while the remaining 10,000 would be 
unaffected. Those which would be increased by less than 10 percent are the mini- 
mum annuities now equal to $75.90, or to $4.55 multiplied by the years of service, 
in which a 10-percent increase would raise the annuity to an amount larger than 
the monthly compensation. For example, an annuitant receiving a minimum 
annuity of $75.90, based on monthly compensation of $80, would receive an in- 
erease of only 5.4 percent, to $80. The 10,000 annuities which would not be in- 
ereased are already equal to the monthly compensation. The overall increase 
for the estimated 332,000 annuities in course of payment on July 1, 1957, would be 
9.7 percent. 

For an employee retiring on July 1, 1957, the maximum annuity that could be 
paid would rise from about $185 to $203. Subsequently, the maximum would rise 
slowly up to the end of 1966 after the new $400 ceiling on taxable earnings goes 
into effect. Thereafter, the maximum will rise more rapidly, since more than 
30 years of service will become creditable toward annuities. 

An estimated 39,000 retirement annuity awards, averaging about $135, would 
be made in fiscal year 1957-58. This includes somewhat less than 1,000 awards 
to women employees aged 62 to 64 who would elect to accept a reduted annuity. 


Spouse annuities 


Of the estimated 120,000 spouses on the rolls on July 1, 1957, 116,000 would 
have their annuities increased by 10 percent. The remaining 4,000 include 1,000 
who would receive increases of less than 10 percent and 3,000 who would receive 
no increase because the employee annuities on which they are based are limited to 
the amount of monthly compensation. The average spouse annuity in current- 
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payment status on July 1, 1957, would be increased to about $53. The estimated 
15,000 unreduced spouse annuities to be awarded in fiscal year 1957-58 would 
also average $53. The new maximum spouse annuity of $59.80, coupled with the 
maximum retirement annuity available on July 1, 1957, will make possible a com- 
bined maximum benefit of $263 to a retired employee and his eligible wife. 

There are an estimated 36,000 spouses aged 62 to 64 who could avail themselves 
of the opportunity of receiving reduced spouse annuities. In the absence of spe- 
cific experience, and for the purposes of this report, it has arbitrarily been 
assumed that about three-fourths of them, or 27,000, would choose to accept 
such reduced benefits. The reduced benefits would average about $48. 


Pensions 


The estimated 2,000 pensioners on the rolls on July 1, 1957, would receive 10- 
percent increases, bringing their average benefit to about $92, compared with the 
average of $84 under the present law. 

Survivor annuities 

Of the estimated 224,000 beneficiaries on the rolls July 1, 1957, all will receive 
an increase of at least 10 percent with the possible exception of some 2,000 widows 
now receiving the “spouse minimum.” These 2,000 widows may receive either no 
increase or an increase of less than 10 percent. The maximum basic amount 
possible on July 1, 1957, under the new formula would be $78, while the maximum 
family benefits would be $193.60 and $220, under the railroad and social-security 
guaranty formulas, respectively. 

An estimated 31,000 insurance lump-sum benefits wuld be paid in. the. tiseal 
year 1957-58, slightly more than twice as many as would be expected under the 
present law. The average lump sum would be $580. The maximum of $750 under 
the proposal would have a negligible effect at the present time. 

Disability work clause 

The immediate effect of the change in the disability work clause is compara- 
tively small. About 1,300 annuities are withheld each month under the present 
provision. The effect of this change would be to reduce this average by less 
than 100. 

Total benefit payments 


Total benefit payments under the provisions of the bills in fiscal year 1957-58 
are estimated at about $806 million, or $93 million more than would otherwise be 
payable under the present law. Of the additional $93 million, $70 million is at- 
tributable to the 10-percent increase in monthly benefits and the remaining $23 
million to the new benefits for women employees and spouses aged 62 to 64 and to 
the increase in insurance lump-sum payments. 


Tabular summary 


The two attached tables illustrate the effect of the proposed amendments. 
Table 1 shows the effect on benefits in course of payment on July 1, 1957, and 
table 2 covers benefit awards in fiscal year 1957-58. 


AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


The bill proposes to amend the Railroad Retirement Tax Act, effective July 1, 
1957, by raising the monthly limit on taxable earnings from $350 to $400 and 
increasing the combined employee-employer tax rate from 12.5 to 15 percent. 

Assuming no substantial changes in the railroad employment picture, but taking 
into account the 1956 pay increases granted railroad employees which are to be 
snread over a 3-year period, the effect of the proposed legislation on railroad 
retirement taxes in fiscal year 1957-58 would be as follows: 


Item | Present | Proposed 
law law 
! 
1. Taxable payroll (billions) _- $5.2 $5.7 
2. Taxes at 12.5 percent (millions) 650 712 
3. Taxes at 15 percent (millions) RAs 
4. Total additional taxes under dual proposal (millions) 205 


> 


(a) Due solely to higher tax base (millions) 62 
(b) Due to higher tax rate on new base (millions) - 143 
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TABLE 1.—Estimated number of monthly benefits in current-payment status on 
July 1, 1957, and estimated average monthly amount before and after increases 
under H. R. 4353 and H. R. 4354, by type of benefit 























Benefits in current-payment status 
Number Average monthly 
amount 
| 

Type of benefit | | 

| Benefit computed | 

| under— | 
RQitah et3. Present Proposed 

Total law | bills 

Railroad | Social 

formula | security | 

formula | 

Total. | 678,000 | 508,400 | 169, 600 | 
D paatipiphahbmenipedediial hcdinteinh igi oka dealichiaaniial 

Retirement: | | 

Employee annuities _- | 1 332,000 | 316, 500 15,500 | $113, 00 $124. 00 
Pensions. _- | “2000! 2,000 84.00! 92.40 
Spouse annuities... .._- é 12120,000 | 115,000} 5,000 48. 20 53. 00 

Monthly survivor: 
Aged widows’ annuities__- 165, 000 7,000 | 98, 000 53.00 | 58. 30 
Widowed mothers’ annuities. ___ 11, 200: | 600 | 10,600 66. 30 | 72. 90 
Children’s annuities... dnd 43, 000 3,500 | 39, 500 43. 00 | 47.30 
Parents’ annuities ; | =: 1,100 | 100 1, 000 52. 50 | 57.80 
Survivor (option) annuities_ -_ _- : | 3, 700 3, 700 50. 50 55. 60 





1 Includes an estimated 10,000 minimum annuities not increased and 4,000 increased by less than 10 per- 
cent because of the provision limiting minimum annuities to the amount of monthly compensation. 

2 Includes 3,000 spouse annuities not increased and 1,000 increased by less than 10 percent because the 
employee annuities on which they were based were affected by the minimum annuity provision limiting 
them to the amount of monthly compensation. 


TABLE 2.—Estimated number of awards in fiscal year 1957-58, and average benefits 
under present law and under H. R. 4353 and H. R. 4354 by type of benefit 


Awards under— 


| 
i 
| 
Type of benefit Present law Proposed bills 





is y | 
| Number | Average | Number | Average 
| | amount | amount 
| 

| 


Retirement: 





Employee annuities |} 37,000 | $124.00 38, 000 $136. 00 
Reduced age annuities to women | | | 750 90. 00 
Reduced spouse annuities 27, 000 | 48. 00 
Unreduced spouse annuities | 21,000 48. 00 15, 000 53. 00 
Monthly survivor: | 
Aged widows’ annuities 22, 000 60. 00 22, 000 | 66. 00 
Widowed mothers’ annuities | 2, 400 75. 00 2, 400 | 82. 50 
Children’s annuities ! 5, 000 | 51. 50 5, 000 | 56. 70 
Parents’ annuities | 150 64. 00 150 70. 40 
Survivor (option) annuities. _- 50 54. 00 50 59. 40 
Lump-sum payments: 
Insurance benefits oa 14, 500 480. 00 31, 000 | 580. 00 
Residual payments __- 5, 500 | 1, 360.00 | 5,200 | 1,380.00 


1 There will be an estimated 36,000 spouses of retired employees, and 1,000 women employees with less 
than 30 years of service, aged 62-64, eligible to elect reduced annuities. In the absence of available data, it 
is assumed that 34 of them would make such elections. 


ACTUARIAL EFFECTS OF PROPOSED AMENDMENTS TO THE RAILROAD RETIREMENT AND 
RAILROAD RETIREMENT TAX ACTS 


It is estimated that the proposed amendments pertaining to the retirement and 
survivor programs would increase the cost of benefits by about $162 million a 
year on a level basis. It is further estimated that the additional immediate and 
deferred taxes would bring in an extra $312 million a year. Of this amount, $56 
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million a year would be due to taxing compensation between $350 and $400 a 
month at the rate of 12% percent; $144 million a year would be due to the addi- 
tional 2.5 percentage points of tax on the total estimated payroll of $5.75 billion 
a year; and the remaining $112 million a year would be the equivalent of the 
deferred additional tax after 1969 contingent upon the then existing sociai- 
security tax rates. 

Considering both additional outgo and additional income, the estimates indi- 
cate that the added revenues would exceed the added disbursements by about 
$150 million a year which is equivalent to 2.61 percent of a $5.75 billion payroll. 
Since the actuarial deficiency for the present law, calculated as of December 31, 
1956, is estimated at 2.98 percent of that payroll, the enactment of the amena- 
ments would leave the railroad retirement system with an actuarial deficiency of 
0.37 percent of payroll (2.98 minus 2.61) or $21 million a year. The derivation of 
the above actuarial deficiency figure is shown in attached table A—1 together with 
a breakdown of the major cost figures for the proposed program by source of cost 
or savings as the case may be. 

An analysis of the cost effects of the proposed amendments considered by them- 
selves is presented in attached table A-2. As previously indicated, the total level 
additional disbursements are estimated at $162 million a year, or 2.81 percent 
of payroll. 

The distribution of the added costs over the years would depend upon the 
nature of the amendment. Thus, the disbursements due to increase in the limit 
on creditable compensation ($52 million a year after considering the proposed 
10-percent increase in benefits) would be felt to only a very minor extent during 
the first several years following enactment of this provision. However, the 
additional income on the extra creditable compensation would begin to accrue 
in full almost immediately. On the other hand, the lowering of the retirement 
age for women on an elective basis would result in considerable additional dis- 
bursements in the immediate future, but these would later be largely offset by 
reductions in benefits payable after age 65. 

From an actuarial point of view, only the additional net costs of the change in 
the retirement age for women had to be considered. It is estimated that the net 
additional cost would come to some 0.025 percent of payroll or, in round figures, 
$1.5 million a year. This figure is but a small fraction of the possible additional 
disbursements in the first year due to this amendment. 

For the proposed liberalization in the work clause for disability annuities, this 
estimate allows an additional cost of 0.025 percent of payroll, or about $1.5 mil- 
lion a year. The smallness of the allowance is in conformity with the total work 
clause savings which was in the sixth valuation estimated at about 0.05 percent 
of payroll. The present estimate assumes that the liberalization in the disability 
work clause would take up about one-half of the savings which would exist under 
the provisions of the present law. 

It should perhaps also be stated that the cost figures here discussed are based 
on the sixth actuarial valuation as adjusted for the effect of the 1956 amendments 
to both the Railroad Retirement and Social Security Acts and subsequently re- 
vised to produce costs as of December 31, 1956. As indicated in table A—1, the 
gross costs of the amended benefit program including administrative expenses 
would come to 20.38 percent of payroll, and the reductions on account of funds on 
hand and the financial interchange with social security would come to 3.06 per- 
cent, thus leaving a net cost of 17.32 percent. The future tax income is estimated 
to be equivalent to a level rate of 16.95 percent, thus leaving an actuarial defi- 
ciency of 0.37 percent of payroll, or about $21 million a year. Should the pro- 
posed amendments become law, all the above cost figures will be reexamined in 
the course of the seventh actuarial valuation, the results of which should be 
available some time in 1958. 

(There is another bill, H. R. 3665, which would amend the Railroad Retirement 
Tax Act by exempting employee contributions to the railroad retirement system 
from Federal income tax. This amendment would not affect the financial condi- 
tion of the system in any way whatsoever, and because of that, this bill has not 
been considered in the actuarial cost estimates.) 
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TaBLE A-1.—Actuarial cost estimate of the railroad retirement system if amended 
as proposed in H. R. 4353 and H. R. 4354 as of Dec. 31, 1956 


(Level annual payroll assumed at $5.75 billion. Limit on creditable and taxable 


compensation $400 a month per individual) 
Percent 


Cost item of payroll 

Di CHINE CORE ._....« eetisassmnicbaiiaspwetemainecmmmnnmmeassamieamen aco ee * 20. 381 
BETO YOO KURT IIOTRG UCI ances rcp acer eepemscnptdor ewioree 13. 96 
REPORT, .SANIINIITI TEI sn. ninieinedecemsandstnannceindaneel eninbberttemnantmadammamneenaeee 1.31 

eS Te A, I ie cen cccnatiia tna cackeensoitedagumareanciniamantietoasr nage 3. 62 

RRR TTI GRRE VA WORE MOONE ao cesresesasnepesica cca esennneesddeintaneaenanebinie acai . 50 
TORUTANCO DADA TI ccc nrcnicitisinninenanimiiaitstinitnaiis nine 37 
Béeaidual payments... end eblia alban ee 43 
AGapbninteatl Ve SRPOMOOG neice ceciin Sci pecpncpeneedinteintns bie Fe wehbilieiite .14 

a. (CERRO EON MIP ONE: CUTIE. «dacs ths Gereescenncethnepptediintniilliebnniteatin 3. 06 
MORES OR RARGs osj. nett cdteh-nas ant aerate telanersnertenmens 1. 88 
OTA. SST ING ah ch Srtecciecebinctalmeenniaineiedctiieaiedascdbedclemmaaiin 1.18 

i 2a Cee (A) scence amended cei eee 17. 32 
Ty ene Cee: SROONM one ana cn dbieieeeeeee 16. 95 
Tndependént of OARBI rate cick se 15. 00 
Dépendeht Ge OABL rate... ce eh a lg 1. 95 

we: Actasrini Cehctlieecy io be i ea i a adi . 37 


1 Includes an allowance of 0.05 for the change in the disability work clause (0.025) and 
for elective benefits to women employees and spouses at age 62 (0.025). 


TABLE A-2.—Analysis of level cost figures for H. R. 4353 and H. R. 4354 


(Figures are based on revised estimates for the present acts as of Dec. 31, 1956, 
and relate to an assumed tarable payroll of $5.75 billion) 











Percent 

of payroll 

SRO a come te SU Sk ee) Oe ea eae 2. 81 

Benefits due to increase in limit on taxable compensation_____..______ . 81 

Tecreastis Donenta by I percent... ee es 1. 76 
Allowing lump sums in cases where there are survivors eligible for 

TTEICRTLR UP SDIOTITINTS | GIIOT ened cdeseesd inateeioebe 15 

Liberalization of disability work clause____..____.._-_______________ *, 02 

Earlier elective benefits to women with reduction__._.___..____________ +03 
Change in residual payment formula adjusted for savings because of 

gecTrease if bre: Pemenee- oe ee ee eT Ot aes . 04 

SC IE ni iiss ince icccetnneb te ice nh Rarities a es 5. 42 





Taxes on compensation between $350 and $400 a month at the rate 


OC TAS  POnCCUR ish ck ei eee tae - 97 
Increasing tax rate from 12.5 to 15.0 percent_............._________. 2. 50 
Deferred additional tax contingent upon OASI rates__..____________-_ 1. 95 

Effect of amendments on actuarial status: 
Actuarial deficiency for present act_.............___________ ahi 2.98 
Excess of additional revenues over additional costs due to pro- 

poned amndmentes see a a a a ie 2. 61 

Remaining actuarial deficiency (2.98 minus 2.61)_________________ 3 


1 Actually, 0.025 percent of payroll was allowed for each of these items. 
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EFFECT ON 1955-56 BENEFICIARIES OF AMENDMENTS TO THE RAILROAD UNEMPLOYMENT 
INSURANCE ACT 


The immediate effect of the proposals to amend the Railroad Unemployment 
Insurance Act may be most conveniently illustrated by reference to actual ex- 
perience of the Board in the benefit year 1955-56, although as explained below, 
these effects will very likely be smaller than would be expected in the current or 
future years. Each of the proposals is discussed in turn. 

Except for several thousand beneficiaries with earnings under $500 who 
would no longer be qualified, if the bills had been in effect prior to the 1955-56 
benefit year, the benefits of all beneficiaries would have been increased sub- 
stantially. Also, many employees who would not have been paid benefits at 
all under the present law would have been eligible, mainly for relatively small 
amounts. 


Increase in qualifying earnings requirement 


In 1955-56, 5,400 (4 percent) of the unemployment beneficiaries and 1,000 
(less than 1 percent) of the sickness beneficiaries had base-year earnings under 
$500 and so would not have been qualified. However, some of the unemploy- 
ment beneficiaries had been on the unemployment benefit rolls in the preceding 
benefit year and would therefore have qualified for the proposed extended bene- 
fit periods which would have made it possible for them to receive payments in 
1955-56. 


Benefit rates 


The 1955-56 beneficiaries with base-year earnings of $500 or more would, 
it is estimated, have been paid at an average rate of $8.33 per compensable day 
for unemployment and $9.34 per compensable day for sickness. For each type 
of benefit the average benefit rate is about one-fifth larger than under the present 
law. The increase in benefit rates for those with rates determined under the 
proviso, with respect to the daily rate of pay, would obviously be this much 
generally, since 60 percent is one-fifth larger than 50 percent. Increases under 
the schedule in the bills, as shown in the table on the following page, would 
range from 8 to 21 percent, depending on the compensation range. However, 
the effect of increasing the limit on creditable earnings would be to shift many 
beneficiaries to a higher compensation group, with a consequent higher benefit 
rate. Thus for some beneficiaries, particularly in the higher compensation 
brackets, the effect would be an increase of substantially more than 20 percent; 
the average increase for those paid under schedule rates would, however, be 
about one-fifth also. 

It is possible under the present law for a beneficiary who was fully employed 
in the base year to qualify for a benefit rate approaching 60 percent of his rate 
of pay. Similarly, under the bills it would be possible for some beneficiaries to 
be paid at benefit rates near 70 percent of the daily rate of pay. For example, 
an employee paid at a rate of $14 a day, if employed 5 days a week without over- 
time for 50 weeks, would earn $3,500. This would qualify him for a benefit rate 
of $9.50 under the schedule in the bills, or 68 percent of his daily rate of pay. 
With respect to maternity benefits, even higher percentages of the daily rate of 
pay would be payable because of the nature of the maternity benefit formula. 
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‘Comparison of benefit rates in schedule under Railroad Unemployment Insurance 
Act with proposed schedule 








Daily benefit rate 
Range of base-year compensation Present Rail- | | Percent 
road Un- | Proposed |_ increase 
employment schedule | 
| Insurance | 
Act 
$400 to $499___ $3. 50 ; , 
$500 to $699_______- ouchenh coud “ sbte utes 4.00 | $4. 50 | 12.5 
$700 to $749__- i . 4. 00 5.00 20.0 
$750 to $999___ 4. 50 5. 00 11.1 
$1,000 to $1,299 5. 00 5. 50 | 10.0 
$1,300 to $1,599 ; | 5. 50 6. 09 9.1 
$1,600 to $1,899 ‘ 6. 00 | 6. 50 | 8.3 
$1,900 to $1,999 ; 6.00 | 7. 00 | 16.7 
$2,000 to $2,199__ , 6. 50 | 7. 00 | 7.7 
$2,200 to $2,499 i id } 6. 50 7. 50 | 15.4 
$2,500 to $2,799 ; | 7. 00 8. 00 14.3 
$2,800 to $2,999... ___. ; : 7.00 | 8. 50 | 21.4 
$3,000 to $3,099. - hi : en 7. 50 | 8. 50 | 13.3 
$3,100 to $3,499___- : ‘ | 7. 50 | 9. 00 20. 0 
$3,500 to $3,999 . , | 8.00 | 9. 50 | 18.8 
$4,000 and over 8. 50 10. 20 20.0 





NoTE.—Since the compensation ranges of the 2 schedules differ, it was necessary for this comparison to 
divide some rate groups into 2 parts. 


Extended benefit periods 


It is estimated that, for 1955-56, extended benefit periods and early beginning 
dates of benefit years would have provided additional benefits to 15,000 rail- 
road employees averaging over $800 each, in extended periods averaging about 
2 years duration. Furthermore, about 3,800 of the 15,000 would have received 
additional sickness benefits averaging nearly $500 each. Payment of additional 
sickness benefits would occur because providing extended benefit periods or 
beginning benefit years early lengthens the benefit year and so provides increased 
opportunity for payment of sickness benefits for the year up to the maximum 
specified in the law. 

The extended benefit period provision of the bills would become effective for 
exhaustions after December 31, 1956. This means that, if enacted, retroactive 
payment will be made to thousands of beneficiaries receiving maximum bene- 
fits in the current benefit year. In January 1957, there were 4,459 exhaustions 
of unemployment benefits, nearly 800 more than last year. This indicates that 
the total number of exhaustions in the January-June period is likely to exceed 
last year’s total of 18,000. There may be about 15,000 beneficiaries this year 
who will be eligible for retroactive payment for benefits in extended benefit 
periods 


Eliminating waiting period for unemployment and the Sunday and holiday 
disqualifications 

These two provisions together, in 1955-56, would have increased by several 
millions of dollars the unemployment benefits paid to 118,000 beneficiaries who 
did not exhaust benefit rights in that year. In addition, thousands of addi- 
tional employees who did not receive benefits in 1955-56 would have received 
small payments. In these cases the payments would have been made for claims 
with 5 to 7 days unemployment which otherwise would not be compensable. 

The removal of the Sunday and holiday disqualification provision in the law 
would increase the number of such claims because, for a man normally working 
a 5-day week, any day of unemployment in the workweek could be a compensable 
day. The wage contracts for nonoperating employees now provide payment for 
holidays. Nevertheless, in the course of a year there will be a large number 
of employees who will not get paid for one or more holidays for one reason 
or another. It is estimated that the number of additional beneficiaries resulting 
from these two provisions may be in the neighborhood of 50,000. 
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EFFECT ON COSTS 


There is no adequate statistical basis for estimates of the exact cost of changes 
as far reaching as would be made by this bill. The cost would be greatly in- 
fluenced by such unpredictable things as the frequency and extent of cyclical 
fluctuations in railroad traffic, international conflicts, and technological develop- 
ments in railroad and other forms of transportation. Under favorable condi- 
tions, the provision for extended benefit periods could be extremely costly. For 
example, a sudden drop in employment to a lower level might cause a heavy 
drain on the railroad unemployment insurance account if new jobs for the dis- 
placed employees could not be found in other industries. On the other hand, it 
is conceivable that if railroad employment can be stabilized and the downward 
trend in the total number employed by the railroads is halted, the cost of this 
provision would be lower than estimated. 

Under the assumptions that have been made in computing the probable effect 
of the bill, it has been estimated that, for the 1955-56 benefit year, it would 
have added 50 percent to the amount of unemployment benefits and 26 percent 
to the amount of sickness benefits. Estimates of the effect of the different pro- 
visions of the bill are shown separately in the following table: 


Unemployment Sickness 
Provision 








Amount Percent Amount Percent 





Tota] adjusted benefits for year !-- ve ......- }$55, 100, 000 100. 0 |$50, 800, 000 100. 0 
Savings due to $500 qualifying earnings. 7 ws ouweaateloe 1, 800, 000° 3.3 300, 000 .6 


Increases for qualified beneficiaries: 


! 
1. Benefit rate schedule (including effect of $400 a | 














month maximum creditable earnings) - - ---- : 4, 600, 000 8.4 7, 100, 000 | 14.0 
2. 60 percent benefit rate prov iii tiisdss. .lidienbu 5, 700, 000 10.3 | 4,600, 600 | 9.1 
3. Extended benefit periods and ‘early beginning of | 

I ee | 12, 500, 000 22.7 1, 800, 000 3.5 
4. Elimination of waiting periods for unemployment 4, 300, 000 eee ee. oss 
5. Removal of see. 4 (a-2) (iv)...-.---.-- abit biddbhoa Seth 2, 000, 000 Oi 2928 5 GL i 

CTE Tee eee ee eee Oana 27, 300,000 | _ 49.6 | 13, 200, 000 26. ( 





! Actual data adjusted to what they would have been if the present maximum of $350 a month had been 
in effect for the entire base year instead of only its second half. 


Future costs 


Over the next few years, the cost of the changes proposed in the bills would be 
larger, relatively, than the cost for 1955-56. The more important reasons for 
this are as follows: 

1. The estimated increase is larger for unemployment than for sickness, and 
over a period of years the unemployment benefits form a much larger part of 
the total than in 1955-56. 

. The cost of the extended benefit periods and of early beginning of benefit 
years would probably be larger than the estimate for 1955-56 indicates. The 
1955-56 year was one of low unemployment with nonrailroad jobs available for 
most cutoff railroadmen. An estimate for 1954-55 showed an increase of nearly 
one-third from this provision compared with the increase of less than a quarter 
estimated for 1955-56. 

3. A substantial increase in daily benefit rates would probably be accompanied 
by some increase in the frequency with which benefits are claimed. For example, 
the sickness beneficiary rates (number of beneficiaries per 100 qualified em- 
ployees) for 1954-55 and 1955-56 are higher than those for any earlier year. 
This increase followed the 1954 amendments. 

4. Pay rates have increased since 1954, the base year for 1955-56, and further 
increases will occur in the next 2 years on the basis of completed negotiations. 
Because the effect of the benefit-rate proviso is limited only by the $10.20 maxi- 
mum while the increase in taxable payroll will be limited by the $400 maximum 
on creditable compensation, such pay increases tend to increase benefits more 
than taxable payrolls. Also, rising wage rates will make less significant the 
savings in benefits that would result from the increase in the qualifying earnings 
requirement to $500. 
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According to the latest estimates that have been made, benefits under the 
present provisions of the Railroad Unemployment Insurance Act will average 
about $151 million over a period of years, $98 million for unemployment and $53 
million for sickness, including maternity. The estimate of taxable payrolls, 
including a full allowance for recent wage agreements, is $5.3 billion. Including 
administrative expenses, the total cost of the program is estimated at 2.9 percent 
of the taxable payroll. 

For the proposals contained in the bills it appears reasonable, and in accordance 
with a desire for sound finnacing, to assume for the future an increase of about 
two-thirds in the cost of unemployment benefits and an increase of one-third 
in the cost of sickness benefits. This results in an average annual benefit cost 
for the future, if the bills should be enacted, of $234 million, of which $163 
million would be for unemployment and $71 million for sickness. At the same 
time, the $400 limit on creditable earnings would, it is estimated, increase the 
taxable payroll to $5°%4 billion. Including an allowance of .20 percent of payroll 
for administration and deducting 0.05 percent for interest on the balance in 
the account, the total cost of the program would then be about 414 percent of 


payroll. Costs for the present law and with the bills are summarized in the 
following table: 











Item Present law | With proposed 
| changes 
aaa = —— i |— 
Average benefits, total scvilldJcdindectheskbonue bite ish $151, 000, 000 | $234, 000, 000 
For unemployment._.- : pede 98, 000, 000 163, 000, 000 
For sickness ; at? 53, 000, 000, a, 000, 000 


ith eae tee th ole jpSsdis dita btcetike Mlnen ie $5, 300, 000, 000 $54. 750, 000, 100, 000 
Benefits as percent of payroll - 


laxable payroll 





. 2. 85 4. 07 

Administration costs as percent of payroll- : 15 - 20 
Allowance for interest on balance in account (percent) 2 ; é —.10 —. 05 
Net total cost as percent of payroll.........................-.---..- 2. 90 4.22 





These cost figures are, of course, only an approximation based on what appear 
to be reasonable interpretations of available data, and on forecasts of the future 
of the railroad industry. With somewhat different assumptions, which may be 
just as reasonable, a variation of as much as one-fourth percent of payroll in 
either direction might be obtained. The figures can thus be interpreted as indi- 
cating that the cost of the benefit program under the Railroad Unemployment 
Insurance Act, if the bills are enacted, will be somewhere between 4 and 4% 
percent of payroll. 

Financing 
The bills provide the following schedule of contribution rates: 


The contribution 


. fs rate (percent) for 
If the balance on Sept. 30 in the railroad unemployment the next calendar 
insurance account is— year shall be— 

RI GEN Oe ee eee nnn eee eee ntl eiecbairanenmaeenaaetecaimaeenae 2 
$400 million, but less than $450 ore rs PU SS RE 2 EF 2% 
$850 million, but lesa than $400 million_....__.....-.._....-- 3 
9000 million, Dat lees than’ 600 miliok es 3% 
Eee Chih SOOP mone Oe eee 4 


The balance in the account on January 31, 1957, was $303 million, and under 
the present law the balance on September 30, 1957, may be under $300 million. 
If the bills are enacted, benefit increases including retroactive payment of bene- 
fits for extended benefit periods starting after December 31, 1956, will become 
payable before there is any increase in income from the increase in taxable pay- 
roll. If that occurs, the September 30 balance would be under $300 million and 
the maximum rate of 4 percent would become effective in January 1958. 

It also appears, in view of the cost estimates, that the maximum rate of 4 
percent provided by the bills may prove inadequate to finance the benefits. Fur- 
thermore, for a program with a benefit load averaging $234 million annually, it 
seems that the balance at which the maximum contribution rate becomes effective 
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may be too low in the long run. In a year like 1954-55, for example, it is esti- 
mated that benefits would total close to $300 million, and in a year like 1949-50 
the total would be even larger. Taxable payrolls for such years would be sub- 
stantially below the average of $5%4 billion, so that 2 bad years in a row might 
reduce the account to a dangerously low point even if, on the average, a maximum 
contribution rate of 4 percent should prove adequate. 


STATEMENT OF MR. HABERMEYER 


The bill would liberalize the benefit provisions of both the Railroad Retirement 
and the Railroad Unemployment Insurance Acts, and would finance such liberal- 
ization by increasing the tax base and the tax rates under the Railroad Retirement 
Tax Act and by increasing the contribution base and the contribution rates under 
the Railroad Unemployment Insurance Act. 

The effect of the bill, in its amendment of the Railroad Retirement Tax Act 
to increase the tax base and the rates assessed against employers and their em- 
ployees, would place the present system on a sound financial basis as requested 
by the President of the United States in his statement on August 7, 1956, when he 
signed S. 3616 (Public Law 1013), and, in addition, provide the necessary financ- 
ing to meet the cost of the proposed liberalization of the retirement system. The 
Board’s actuary states that the railroad retirement system today is underfinanced 
on a long-run basis by about 3.20 percent of taxable payroll, or by about $170 
million a year; but, if the bill were enacted, the long-run deficit in the railroad 
retirement system would be reduced to 0.37 percent of taxable payroll, or about 
$21 million a year. Since this small deficit is a projected rather than an actual 
deficit and is based on conditions which may or may not eventuate, I am not 
seriously disturbed and feel that the bill will accomplish a practical restoration 
of the soundness of the railroad retirement system. 

With reference to financing the proposed liberalization of the Railroad Un- 
employment Insurance Act, the bill assumes that an increase in the rate of 
contributions (paid exclusively by employers) to a maximum of 4 percent of 
taxable payroll (up to a maximum of $400 a month per employee), if the balance 
in the railroad unemployment insurance account should be found to be below 
$300 million, would be sufficient to meet the benefit payments. However, the 
Board’s Director of Research, in his cost analysis, indicates that the level cost 
would be 4.22 percent of taxable payroll, stating also as follows: 

“These cost figures are, of course, only an approximation based on what appear 
to be reasonable interpretations of available data, and on forecasts of the future 
of the railroad industry. With somewhat different assumptions, which may be 
just as reasonable, a variation of as much as one-fourth percent of payroll in 
either direction might be obtained. The figures can thus be interpreted as indi- 
cating that the cost of the benefit program under the Railroad Unemployment In- 
surance Act, if the bills are enacted, will be somewhere between 4 and 41% percent 
of payroll.” 

Here, again, as in the case of the railroad retirement system, since the rate 
necessary to sustain the railroad unemployment insurance system on a sound 
financial basis appears to be somewhere between 4 and 41% percent of taxable 
payroll, I cannot say at this time that any deficit that might occur would be sub- 
stantial enough to endanger the soundness of the system. 

The extent to which benefits should be liberalized depends, of course, on two 
factors: (1) The reasonable requirements of the beneficiaries in the light of 
present conditions, and (2) the ability of the railroad industry to absorb the addi- 
tional costs entailed thereby. These are matters which undoubedly will be devel- 
oped at some length before your committee, with representatives of labor and of 
management presenting data which will be of great assistance in your considera- 
tion of the bill. 

I hope that, whatever action may be taken with respect to liberalizing benefits, 
the final result will place the program on an actuarially sound basis. 


STATEMENT OF MR. HARPER 


The provisions of the two bills before the committee were the subject of 
numerous conferences among representatives of the standard railway labor 
organizations and are the product of their very careful consideration on all issues 
involved. The bills would provide a modest increase in annuities and pensions 
under the Railroad Retirement Act, would include other needed liberalizations, 
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and would increase the tax base and tax rates by amounts sufficient not only to 
cover he added cost of this legsilation but also to eliminate the estimated present 
deficit in the railroad retirement system. According to the Board’s Chief Actu- 
ary, the cost of the benefits under the railroad retirement system is now 15.70 
percent of taxable payroll. Since the total tax revenues on employers and employ- 
ees is now only 1214 percent of payroll (614 percent on each side) there is now an 
estimated deficit, ip the long run, of 3.20 percent of taxable payroll, or about $170 
million a year. Under the bills, however, even after the enactment of the pro- 
posed liberalizations of the railroad retirement system, the deficit would be elim- 
inated for all practical purposes since the estimate is that any deficiency would 
be no more than some 0.37 percent of taxable payroll. 

Under the level-cost basis of evaluation the railroad retirement system can rea- 
sonably be regarded as financially sound so long as the estimated deficit is not in 
excess of 1 percent. Accordingly, the possibility of this small deficit should not, 
in my opinion, be an obstacle to the enactment of the very essential liberalizations 
of the railroad retirement system. 

A like conclusion is completely justified with regard to the obviously desirable 
improvements proposed for the railroad unemployment insurance system, and the 
provisions for obtaining the needed funds. At the present time the benefits under 
the act are financed on a sliding scale basis with the contribution rate (payable 
only by employers) beginning with one-half percent of taxable payroll (up to 
$350 a month per employee) if the balance in the railroad unemployment insurance 
account is found to be $450 million or more, and increasing by steps to 3 percent if 
the balance in the account is less than $250 million. The bill would change the 
sliding-seale table by providing a rate of 2 percent of taxable payroll (up to $400 a 
month per employee) if the balance in the account is found to be $450 million, or 
more, and increasing such rate, by steps, to 4 percent if the balance in the account 
is less than $300 million. While the Board’s cost estimates indicate that a maxi- 
mum rate of 4.22 percent, instead of 4 percent, would be required in order to elimi- 
nate all possibility of a deficit in the unemployment insurance account, the dif- 
ference, being only 0.22 of 1 percent, should not, in my opinion, prevent the enact- 
ment of the proposed liberalizations because I am convinced that their effect 
would be, even apart from other economic considerations, to stabilize employment 
and, therefore, actually to reduce the cost of the unemployment insurance system. 

I, therefore, urge the enactment of the legislation. 


STATEMENT OF MR. HEALY 


I am firmly opposed to the enactment of the bills covered by this report. The 
continual pressure for more and more benefits under the railroad retirement and 
railroad unemployment insurance systems, with its resulting burden on the rail- 
road industry to some extent indicated in the preceding analysis, is wholly un- 
justified and can lead only to disaster. 

The analysis shows, for retirement purposes, an immediate increase in retire- 
ment taxes of $200 million annually one-half of which would be paid by the rail- 
roads. The analysis does not show, however, that the ultimately scheduled tax 
increases, one in 1970 and another in 1975, would add a total extra burden in that 
later year of $172 million, again one-half to be borne by the railroads. In other 
words, the railroads additional retirement taxes under these bills would amount 
to $186 million a year. 

Furthermore, the proposed railroad unemployment tax amendments would in- 
crease railroad payments by some $100 million next year, over and above the 
present annual levy. Of course, the analysis makes it plain that even this large 
additional unemployment tax paid by the railroads, who are the only contribu- 
tors to the unemployment-insurance system, will be inadequate to finance the 
benefits provided under this legislation. 

To recapitulate, the immediate additional tax burden for the railroads would 
amount to about $200 million a year and in 1975 the added amount would be 
nearly $257 million annually. 

The benefits now provided by these two social-insurance systems are generally 
far above those allowed under similar systems operated by the Federal and State 
governments for other industries. For instance, no old-age benefit paid under the 
social security system will ever be, under the law now in effect, more than the 
recently provided maximum of $108.50 a month, whereas the similar benefit under 
the railroad retirement system may now come to over $184 a month, and ulti- 
mately, as more years of service and compensation may be credited can go much 
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higher. And such benefits under the Social Security Act are paid for at a total 
cost to employers and employees, at present, of 444 percent of payroll (that is, on 
a tax base of earnings up to $4,200 a year), whereas the current tax load on the 
railroad industry, and its workers, is nearly three times as much (12% percent on 
employee earnings up to $350 a month). 

The social security tax is, of course, scheduled by law to be increased at some 
future time, and the railroad retirement tax is not, but, as the bills show, it is 
proposed to provide an immediate increase in the railroad retirement rate to 15 
percent (and on a $400 a month tax base rather than $350) and, after 1969, to 
provide an added tax liability equal to the rise in taxes above 514 percent under 
the Social Security Act. The ultimate tax rate for railroad retirement will be 18 
percent. 

There are limits to liberalization, and I think that that point has been reached 
long since in the railroad social-insurance systems. To go further would inflict 
serious and completely unnecessary injury to a special, and very important seg- 
ment of the Nation’s economy. 

Also, as compared with other industries, the railroads have a special problem 
which must be taken into account in considering the proposals to widen further 
the gap between the benefits paid under the railroad system and those paid under 
other Federal and State social security systems. 

The railroad retirement system had obtained, through taxing the railroads and 
their employees for its own special purposes, 29.1 percent more revenues last year 
than 10 years ago. In this period it had increased its administrative expenses 
by 34 percent; it had raised the average annuity by 60 percent; and it had in- 
creased the number of beneficiaries by 129 percent, and total benefit payments 
by as much as 216 percent. 

In fact, the amount of money the railroads had left in 1956 to pay dividends to 
stockholders (many of them employees) and for capital expenditures (to keep 
pace with the advances in technology) totaled only some $870 million, a sum but 
little more than the Railroad Retirement Board will pay out this year in total 
benefit payments and administrative costs under both acts. 

Further illustrating the railroads’ problems are the indisputable facts that (1) 
the 1956 revenue-freight loadings decreased 6,660,219 cars from the total in 1947, 
or a loss of over 100,000 train loads; and (2) in 1956 the number of passengers 
transported had dropped to no more than 431,988,922 as against 703,279,582 in 
1947. While this downward trend of the railroad transportation system may not 
continue—and I do not concede in any way that the future of the railroad indus- 
try is dismal—I am altogether against assuming heavy additional obligations and 
burdens. 

My objections to the proposed unjustified liberalizations apply both to the rail- 
road retirement system and to the railroad unemployment insurance system. 
From the year 1947 to the year 1956, the average daily unemployment benefit 
rate increased by some 102 percent. 

Aside from these things: 

(a) Our research staff, sincere and thoroughly capable people, have shown 
the net cost of the railroad unemployment insurance system, with the proposals 
under these bills included, excluding administrative costs and in interest earn- 
ings, to be 4.07 percent of creditable payroll. The average under the various 
State laws, in 1955, was 1.18 percent. 

(b) There already is a concerted effort throughout the land on the part of 
railroad management and the Railroad Retirement Board to relieve the unem- 
ployment situation through preferential recall of furloughees; placement of 
claimants in nonrailroad as well as railroad work; through occupational 
changes; screening of new entrants and in various other ways; and 

(c) The serious problems, peculiar to the industry and of equal concern to its 
employees, which have arisen in the last decade suggest that a complete reap- 
praisal of the act would be timely and more appropriate. 

The cost of the unemployment-insurance proposals provided in this legislation 
which go far beyond what other industries must meet, when added to the burdens 
otherwise imposed by employee action, such as wage rises and payment of fringe 
benefits, would increase the railroads’ operating expenses by as much as $114 
billion since January 1, 1955. And all this at a time when railroad management 
is exerting every effort and straining to combat unregulated and uncontrolled 
competition, to recapture traffic losses, to maintain and improve the railroads’ 
ability to serve the Nation in any need, to encourage investment in the industry 
(despite an average return over the past 10 years of only 3.74 percent) and to 
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safeguard, to the maximum possible extent, the welfare and security of the 
employees. 

I sincerely recommend that no favorable action be accorded these bills. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to the committee. 

By direction of the Board: 


Mary B. Linxins, Secretary of the Board. 


RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 8, 1957. 
Hon. OREN Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bills H. R. 4530 and H. R. 4620 
which were introduced in the House of Representatives by Mr. Van Zandt and 
Mr. Tollefson, respectively, and which were referred to your committee for con- 
sideration. 

As these bills are identical in terms with the bills H. R. 4353 and H. R. 4354, 
we respectfully request that you consider our report on those bills as a report 
also on the bills H. R. 4530 and H. R. 4620. 

By direction of the Board: 


Mary B. Linxkins, Secretary of the Board. 


RAILROAD RETIREMENT BOARD, 


Chicago, Iu., March 7, 1957. 
Hon. OREN HargRIs, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Deak Mr. Harris: This is a report on the bill Li. R. 4676 which was in- 
troduced in the House of Representatives on February 11, 1957, by Mr. Byrd, and 
which was referred to your committee for consideration. 

This bill is identical in terms with the bill H. R. 880, introduced by Mr. Poff 
on January 3, 1957; the bill H. R. 3755, introduced by Mr. Cunningham on Janu- 
ary 28, 1957; the bill H. R. 3974, introduced by Mr. Dorn on January 29, 1957 ; and 
the bill H. R. 4312, introduced by Mr. Vursell on February 4, 1957. Accordingly, 
we respectfully request that you consider our report on those bills as a report 
also on the bill H. R. 4676. 

For the reasons given in the report on those bills, the Board recommends that 
no favorable consideration be given to the bill H. R. 4676. 

Sincerely yours, 


Howarp W. HABERMEYER, Chairman. 


RAILROAD RETIREMENT BOARD, 


Chicago, Ill., March 7, 1957. 
Hon. OREN Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: This is a report on the bill H. R. 4760 which was introduced 
in the House of Representatives on February 14, 1957, by Mr. Cole, and which 
was referred to your committee for consideration. 

The bill would amend that provision of section 5 (1) (7) (iii) of the Railroad 
Retirement Act of 1937, as amended, under which a person has a “completely 
insured” status under the act, for purposes of benefits to his survivors upon his 
death, if a retirement annuity (based on 10 or more years of service) or a pen- 
sion began to accrue to him before 1948. This provision is in the nature of an ex- 
ception to the requirement that the decedent have a “current connection” with 
the railroad industry at the time of his death, as well as certain service qualifica- 
tions. 
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The bill would broaden the exception by also giving the “completely insured” 
status to (and thus “blanketing in”) any person to whom such a retirement an- 
nuity began to accrue during 1948, if the application was filed before 1948. 

No reason why this proposed extension should be enacted is known to the 
Railroad Retirement Board. Moreover, extensions of this kind, which can be 
with respect only to situations in which very little or no creditable (and taxable) 
service after 1936 was rendered, inevitably invite suggestions for further exten- 
sions of the same nature. Accordingly, although the bill would not impose an 
appreciable burden on the railroad retirement account, the Board recommends 
that no favorable consideration be given to it. 

Inasmuch as hearings on bills to amend the Railroad Retirement Act have 
been set for March 14 and 15, 1957, this report is submitted without prior clear- 
ance wtih the Bureau of the Budget. A copy of the report is being forwarded to 
the Bureau of the Budget today and you will be informed of the views of that 
Bureau as soon as they are received. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., March 16, 1957. 
Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 

My Dear Mr. CHAIRMAN: This is in reply to your letter of February 15, 
1957, requesting the views of the Bureau of the Budget on H. R. 4760, a bill 
to amend the Railroad Retirement Act of 1987 to provide that a deceased em- 
ployee shall be ‘“‘completely insured” if at his death he was entitled to an an- 
nuity which began to accrue during 1948 on the basis of an application filed 
before 1948. 

The bill would amend provisions of the act defining “completely insured” 
status for purposes of benefits to survivors. Under existing law a deceased in- 
dividual had such status if at the time of his death he had a “current connection” 
with the railroad industry, as well as other service qualifications. However, 
existing law waives the “current connection” requirement with respect to in- 
dividuals to whom an annuity or pension accrued before 1948. H. R. 4760 would 
broaden the exception by extending it to any person to whom a retirement annuity 
began to accrue during 1948, if the application was filed before 1948. 

While this provision wou!d provide benefits in selected specific cases, the need 
for this provision for a general group of beneficiaries is not known to the Bureau 
of the Budget. 

Accordingly the Bureau of the Budget would not recommend favorable con- 
sideration of this bill. 

Sincerely yours, 
RoBERT FE. MERRIAM, 
Assistant Director. 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 7, 1957. 
Hon OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D.C. 


DeaR Mr. Harris: This is a report on the bill H. R. 5022 which was intro- 
duced in the House of Representatives on February 19, 1957, by Mr. Hyde, and 
which was referred to your committee for consideration. 

The bill would amend the Railroad Retirement Act of 1937, as amended, in 
the following respects : 

1. Full annuities would be payable to employees with 40 years of service, 
regardless of age. The 40 years would be counted for eligibility, but the present 
provisions governing the maximum number of years of service which may be 
used in the computation of the annuity would remain unchanged. Under these 
provisions, service after 1936 is credited without any limitation, but prior serv- 
ice, that is service rendered before 1937, is credited only to the extent that the 
total of years of service does not exceed 30. 
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2. In determining the average monthly compensation for service before 1937, 
the computation would be based on either the 1924-31 or the 1940-47 period, 
depending on which of the two would yield a higher amount. At present, only 
the 1924—31 period is used. 

3. ‘Lhe changes would become effective the first of the month following the 
month of enactment of the bill. The Board would be required to recertify with- 
out application all annuities which may be affected by any of these changes. 

Aside from any other considerations, the proposed changes would create 
serious administrative problems. Service rendered before 1937 is verified by the 
Board only to a point at which the total of all service for the particular 
case is 30 years. Under the proposed amendment it would be necessary to re: 
quest employers to search their payroll records 10 or more years further back. 
In many cases these records may even no longer be available. This change 
would therefore impose a greater burden not only upon the Board but also upon 
the railroads and other employers who would be asked for supplementary 
reports. 

A great deal of extra work would also result from the necessity of checking 
the 1924-31 average earnings against those of the 1940-47 period which the 
bill would use as an alternative base period for the computation of the average 
earnings attributable to service rendered before 1937. In terms of volume, the 
second change would involve considerably more work than the former. 

The combined employer-employee taxes for the support of the railroad re- 
tirement system amount to 12.50 percent of taxable payroll with a limit of 
$350 a month in earnings per employee. A recent actuarial estimate shows that 
the level cost of benefits under the act is about 15.70 percent of taxable payroll, 
indicating a present deficiency of 3.20 percent of payroll, or approximately $170 
million a year. 

We estimate that the additional cost of the amendments proposed in H. R 
5022 would come to about 0.3 percent of payroll, or $16 million a year on a level 
basis. This amount, when considered in addition to the present deficiency of 
3.20 percent or $170 million a year, would result in a total deficiency of 3.50 per- 
cent of payroll or $186 million a year. 

Aside from the administrative difficulties previously mentioned, there are a 
number of other reasons why the Board believes that the bill should not be 
enacted. The considerable additional cost resuiting in an increased deficiency is, 
of course, the most important one, particularly since the bill makes no provision 
for additional revenues to meet this additional cost. 

In view of the foregoing, the Board recommends that no favorable consider- 
ation be given to the bill. 

Inasmuch as hearings on bills to amend the Railroad Retirement Act have been 
set for March 14 and 15, 1957, this report is submitted without prior clearance 
with the Bureau of the Budget. A copy of the report is being forwarded te 
the Bureau of the Budget today, and you will be informed of the views of that 
Bureau as soon as they are received. 

Sincerely yours, 
HowaArD W. HABERMEYER, 
Chairman. 


UNITED STATES RAILROAD RETIREMENT Boarp, 


Chicago, Ill., May 8, 1957. 
Hon. OREN Hargis, 


Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DeaR Mr. Harris: This is a report of the Railroad Retirement Board on the 
bill H. R. 6016, which was introduced on March 14, 1957, by Mr. Hale, and 
identical bills. 

The bill would substantially revise the Railroad Unemployment Insurance Act 
by amending it in the following respects : 

1. The “benefit year” (the year during which benefits are paid based on a 
particular qualification period) with respect to an employee would be changed 
So as to be a period of 365 consecutive days beginning with the first day of the 
first registration period after June 30, 1957, with respect to which the employee 
first files a valid claim for benefits, and thereafter the period of 365 days begin- 
ning with the first day of the first registration period with respect to which 
he next files a valid claim for benefits after the termination of his preceding 
benefit year. Any claim for benefits would be deemed to be a valid claim for 
the purposes of the definition of the “benefit year” if the employee who files a 
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claim is, with respect to his base period, a “qualified” employee in accordance 
with the changed provisions for such status. The base year would be changed 
and would be the 12 completed calendar months immediately preceding the first 
day of the employee’s benefit year. 

Under present provisions of the Railroad Unemployment Insurance Act the 
base period is the calendar year, and the benefit period respecting such base 
period commences July 1 of the following calendar year. Consequently, the 
benefit period does not begin until 6 months after the qualifying period. Under 
the bill the benefit period would follow the base period immediately. 

2. The qualifying conditions for unemployment and sickness benefits likewise 
would be substantially revised. Under present provisions an employee becomes 
a “qualified” employee for such benefits if his compensation for the base year is 
not less than $400. Under the proposal an employee would be a “qualified” em- 
ployee if his compensation with respect to his base year will have been not less 
than the amount equal to the product of 87 and the daily wage rate in employ- 
ment for his last “employer” in a base year, if during his base year at least 6 
calendar months have been months of service used in computing his years of 
service for purposes of the Railroad Retirement Act, and if at least 2 of such 
months of service have been in the last 6 months of such base year. 

An employee who has received 130 daily unemployment benefits or exhausted 
his unemployment benefit rights could not thereafter become qualified for unem- 
ployment benefits in a new benefit year unless he has again had “substantial 
compensation” ; that is, has earned in railroad and other covered employment an 
amount equal to 20 times his last daily benefit. This would require that em- 
ployee to have these earnings, as well as being qualified for a new benefit year 
otherwise, before being eligible for benefits in a succeeding benefit year. These 
provisions would apply to unemployment and sickness benefits separately. 

8. The waiting period respecting the first registration period for both unem- 
ployment and sickness benefits would be extended to 9 days with the result that 
the number of days in the first registration period for which benefits may be 
received would be reduced to 5 from the present 7. 

4. The schedule based on total wages in the base year for the determination 
of benefits would be eliminated and the daily rate of benefits would be determined 
on the present alternative basis of the claimant’s last daily pay in his base year. 
However, instead of the present 50 percent of gross daily pay the benefit would be 
60 percent of daily pay after withholding taxes (ordinary income and railroad 
retirement taxes). The maximum daily benefit would remain at $8.50. Specifi- 
cally the employee’s daily rate of compensation after withholding taxes would be 
such employee’s daily rate after reduction by an amount equal to the sum of— 

(1) the amount equal to the same percentage of such daily pay rate as 
shall be imposed by section 3201 of the Internal Revenue Code (providing 
for railroad retirement taxes), on compensation at the time of such last 
employment, and 

(2) the amount equal to one-fifth the amount which shall be required to 
be withheld at the time of such last employment by section 3402 (c) (provid- 
ing for withholding for income tax) of such code on a weekly pay period 
basis, on wages paid in a weekly paid period in an amount equal to the 
product of 5 and such daily rate. 

By this method of calculating the amount of the tax withholding this amount 
would normally be equal to the actual withholding. 

5. An employee would be disqualified for unemployment or sickness benefits 
for any day with respect to which he meets the service and age or disability 
requirements for full annuity or pensions or old-age benefits under the Railroad 
Retirement Act or the Social Security Act and could, upon applying therefor, 
receive them. Under present law only after applying and qualifying for such 
benefits would the employee be disqualified. Under the proposal the employee 
would also be disqualified if he could, by applying, receive a full annnityv or 
pension, or full old-age benefits, under either or both acts even though he does 
not apply. The present provision for payment of such unemployment or sickness 
benefits as would exceed apportioned annuity or pension payments for that day 
would be eliminated. 

The provision for disqualification of an employee for unemployment benefits 
for 30 days beginning with the day with respect to which he left work voluntarily 
and without good cause or with respect to which he failed without good cause 
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to accept suitable work or to comply with instructions from the Board to apply 
for such work or to report to an employment office would be revised so that the 
disqualification would continue until such time as the employee obtained railroad 
employment in 4 calendar weeks with respect to each of which the employee had 
earnings of not less than $25. 

The provision under which an employee now receives unemployment benefits 
for unemployment due to his participation in a “legal strike’ (one not com- 
menced in violation of the Railway Labor Act or the established rules and 
practices of a bona fide labor organization) would be revised so that he could 
no longer receive such benefits. 

Two new disqualification provisions would be added. The first would provide 
that an employee found to have been discharge or suspended for misconduct 
connected with his work be disqualified for unemployment benefits until such 
time as he obtains thereafter railroad or other covered employment in at least 
4 calendar weeks with earnings of $25 in each; and the second would eliminate 
as a day of unemployment any day which the Board finds is in a maternity 
period of an employee. 

6. The same disqualification provision for sickness benefits respecting Sun- 
days and holidays would be including as that which is now contained in the act 
respecting disqualification for such days for unemployment benefits. An em- 
ployee would be disqualified for sickness benefits for any day with respect to 
which he would be disqualified for unemployment benefits for voluntarily leav- 
ing work, refusal to accept work, a discharge or suspension for misconduct, and 
for absence because of a strike. An employee could receive sickness benefits for 
no day which is in a maternity period unless the Board finds that sackness on 
such day is unrelated to the normal consequence of pregnancy or childbirth. 
An employee would be disqualified for sickness benefits for any day which 
occurred more than 90 days after the last day with respect to which he earned 
compensation in the railroad industry, except that there would be excluded from 
such 90 days any day in which the Board finds that the employee was unem- 
ployed due to a stoppage of work as a result of a strike, and any day in such 
90 days in a registration period which begins, or in continuous registration 
periods the first of which begins, before the expiration of such 90 days. For 
this purpose, a registration period would be deemed continuous with the pre- 
ceding registration period if established within 10 days after the last day of 
such preceding period. 

To the definition of a “day of sickness” the phrase “but would otherwise be 
available for work” would be added. The consequence of this addition would be 
that an employee could not receive sickness benefits unless it could be found 
that with respect to such day he would have worked or been available for work 
but for his sickness. 

7. From the definition of a “day of sickness” there would be excluded a day 
“which is included in a maternity period.” The consequence of this, together 
with the disqualification provision described in paragraph 6 respecting a day in 
a maternity period in which sickness is related to the normal consequences of 
pregnancy or childbirth, would be to eliminate all maternity benefits. In fur- 
therance of the elimination of maternity benefits certain sections of the Rail- 
road Unemployment Insurance Act would be amended by deleting the provisions 
therein relative to maternity, maternity periods, or maternity benefits. 

8. Any employer, at his option, would be permitted to pay before the end of 
the quarter ending September 30 of any year contributions with respect to the 
first month, the first and second month, or the first and second and any part of 
the third month of such quarter. The result of this provision would be to allow 
employers to pay their accrued unemployment contributions before September 30 
of any year. 

9. The amendments would be effective with respect to all benefits paid in benefit 
years beginning after June 30, 1957, except the maternity benefits for a maternity 
period established before, and extending beyond, June 30, 1957, would be paid 
pursuant to the law as in effect before the amendments. The calendar year 1956 
would be the base year for the benefit year beginning July 1, 1957, in the case of 
any individual who would otherwise not be a qualified employee with respect to 
such year. Otherwise, except as specifically provided elsewhere in the bill, the 
oo date of the proposed amendments would be the date of enactment of 
the bill. 
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EFFECT OF ENACTMENT OF H. R. 6016 AND IDENTICAL BILLS ON BENEFICIARIES AND 
FINANCING OF RAILROAD UNEMPLOYMENT INSURANCE SYSTEM 


The bills contain modifications of the present Railroad Unemployment Insur- 
ance Act of such a character that it is not possible to develop from the Board’s 
records of beneficiaries and benefit payments any adequate report on its effect on 
beneficiaries and on the financing of the railroad unemployment insurance system. 
To make such a report would require extensive tabulations and investigations of 
employment histories and last rates of pay which would require a long time. 

The difficulty in estimating the effect of the bills arises to a large extent from 
the fact that it would change the system from one with a uniform benefit year 
starting July 1, and a base year ending 6 months earlier, to one with individual 
benefit years and individual base years immediately preceding the beginning of the 
benefit year. To determine eligibility under the bills, the most important in- 
formation needed is the employment record in the 6 months preceding the be- 
ginning of the employee’s unemployment or sickness. This information has not 
been obtained under the present act because it is not needed. In addition, the 
bills would make changes in the existing disqualification provisions and add a 
number of disqualifications not now in the law. There is no sound basis for 
determining the effect of these. 

Analysis of data on operations under the present law, however, makes possible 
some general approximations on the effect of the bills even though the total effect 
‘annot be determined. It must be emphasized that the figures given are very 
rough estimates. They show the effect certain provisions in the bills would have 
had on benefits in 1955-56 when the number of beneficiaries and amount of 
benefits under the Railroad Unemployment Insurance Act were as follows: 


Beneficiaries | Amount of 
| benefits 





' 

} 

Unemployment ea ; aa 
Sickness ; ‘ pois 
| 

| 

i 


137, 600 | $54, 862, 000 
139, 800 | 50, 313, 000 
Maternity -- 3, 900 3, 540, 000 


The effect some provisions of the bills, considered separately, would have had 
on benefit payments is given below. However, the figures cannot be added to- 
gether to get a total effect because a considerable number of beneficiaries would 
be disqualified by more than one provision of the bills. 

The number of beneficiaries and the amount of benefits paid would have been 
substantially smaller if the bills had been in effect in 1955-56. Some of the 
ways in which this would have happened are as follows: 

1. The change in requirements to be a qualified employee would have pre- 
vented payment to many employees. A very rough estimate indicates that 
around 25,000 of the unemployment beneficiaries and 8,000 of the sickness bene- 
ficiaries would not have had the necessary service or earnings to be qualified. 
The amount of benefits that would not have been payable would have been 
between $10 million and $15 million. Those not qualified would have included 
employees with long periods of unemployment or sickness who received pay- 
ments for a second benefit year in 1955-56, many of whom had more than 5 
years of railroad service. On the other hand, the change to individual benefit 
years would have made it possible to pay benefits amounting to some $6 million 
to about 15,000 employees with recent railroad employment who for some rea- 
son did not work enough in the base year to be currently qualified under the 
present law. 

2. The disqualification due to eligibility for or receipts of full retirement, 
disability, or pension benefits under either the Railroad Retirement Act or the 
Social Security Act would have prevented payment of over $12 million to 27,000 
sickness beneficiaries and 4,000 unemployment beneficiaries, asuming they could 
all meet the qualifying requirement for unemployment compensation. 
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3. The 3,900 maternity beneficiaries could have received benefits in the ma- 
ternity period only if disabled by some illness not related to pregnancy. This 
might have reduced the amount of benefits by about $3,500,000. 

4. Other disqualifications would have affected many of the beneficiaries 
whose reason for leaving railroad employment was: 


1955-56 un- 


Reason Beneficiaries | employment 
benefits 


Strike . 300 $63, 000 
Voluntary quit ; 9, 100 3, 617, 000 
Discharge 7, 000 3, 471, 000 
Suspension ‘ 2, 400 824, 000 


The extent to which these benefits would have been reduced cannot be 
determined. 

5. Still other disqualifying provisions, such as the longer disqualification for 
failure to accept suitable work, the extension of unemployment disqualifications 
to prevent payment of sickness benefits in the period of disqualification, and the 
sickness benefit disqualification for any illness starting more than 90 days after 
the employee’s last railroad work, would have reduced benefits further by an 
amount which cannot be readily estimated. 

6. Benefit rates for those who could meet the qualifying requirements would 
in some cases have been lower and in some higher than under the present law. 
As compared with the present law, the benefit rate would generally have been 
smaller for those with few dependents and larger for those with many dependents, 
excluding, of course, those eligible for the maximum rate under both sets of 
provisions. A single man, for example, would get generally 50 to 60 cents less per 
day from 60 percent of the net pay after withholding taxes as specified in the 
bills than from 50 percent of the gross as in the present act; for a man with a 
number of dependents, the reverse would be true. Also, beneficiaries whose 
benefit rate was determined from the schedule in the present law were generally 
paid at a rate higher than 50 percent of the gross daily rate of pay. The bills 
would have removed this schedule, and this would often have resulted in lower 
benefit rates. In 1955-56, 60 percent of the sickness benefit rates, and 42 percent 
of the unemployment benefit rates were determined from the schedule. 

7. Increasing the unemployment and sickness waiting period from 7 days to 9 
days, exclusive of other provisions, would have reduced the amount of benefits 
about $3,200,000. 

As stated above, the estimates of the effects of the various provisions of the 
bills cannot be added together because they overlap and the duplication between 
them is unknown. It appears that the net effect m‘ght have been to reduce the 
number of beneficiaries under the program, including both unemployment and 
sickness, by about 30,000, and the amount of benefits by $20 million to $25 million. 
The 1955-56 benefit year, however, was not a typical one; unemployment was at 
a low level with fewer beneficiaries than in any of the preceding 10 years. Thus 
for the future, it appears likely that the bills, if enacted, would reduce the amount 
of unemployment and sickness benefits paid to railroad employees by at least 
$25 million and perhaps more than $35 million. This would be equal to a differ- 
ence in the long-run contribution rate of some one-half to three-fourths percent 
of payroll. 

STATEMENT OF MR. HABERMEYER 


This bill is silent with respect to the Railroad Retirement and Railroad Re- 
tirement Taxing Acts and it does nothing to take care of the existing deficiency 
in the retirement program. As expressed in my statement on S. 1313, Congress 
should first provide the additional revenue necessary to place the retirement 
system on a sound financial basis. This is a commitment which the President 
of the United States requested and received from this Committee of Congress 
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as well as from the standard railway labor organizations last year when he 
signed the 10 percent increase in the benefit bill (S. 3616). 

I was pleased to hear, in the testimony given to your committee on other 
amendments to our programs, that both the labor and management witnesses 
were agreed that the systems should be placed on a sound financial basis and 
were willing to support an amendment to accomplish this result. 

The present bill would affect only the provisions of the Railroad Unemploy- 
ment Insurance Act and the changes would result in a reduction generally in 
the amount of benefits paid. Therefore, the system would have the necessary 
financing to support the program and would pose no problems in this respect. 
Since I did not take a position with respect to the liberalizations proposed in 
S. 1318 and chose to remain neutral, I feel that I must likewise remain neutral 
and leave to your committee the policy questions involved in this bill. There 
is little that I can add now to the carefully considered and detailed presenta- 
tion of the arguments for and against the bill made by the representatives of 
management and labor, respectively. I do not believe, however, that the differ- 
ences between management and labor are necessarily so great that they could 
not be resolved in large measure by agreement, and I would suggest that an 
attempt be made in this direction. 


STATEMENT OF MR. HARPER 


I seriously oppose the enactment of H. R. 6016 and identical bills because, in 
my judgment, their purpose and effect are to weaken drastically the protection 
now and long afforded railroad workers against unemployment and sickness. 
The bills are backward looking in concept in that they would either eliminate 
in toto, or substantially reduce, long-established benefits which have long since 
come to be regarded as being reasonable and justifiable. The bills, if enacted, 
would be unmistakably against the best interests of railroad employees and 
public policy because : 

I. The number of employees eligible for benefits is greatly reduced by changes 
in the existing qualifying provisions and by the addition of a number of rigid 
disqualifications not now in the law. ; 

The bills provide for individual base years and individual benefit years for 
each individual employee, and the uniform use of the calendar year preceding 
the benefit year, as at present, is eliminated. This change alone results in the 
disqualification of thousands of employees. The amount of qualifying earnings 
within the base year is raised from $400, as at present, to levels ranging from 
about $1,200 minimum to about $1,500 maximum, which, of course, disqualifies 
many. The requirement of earnings from railroad employment in 6 different 
months of the base year, 2 of which must be in the last half of the year, of an 
amount equal to what he would have earned in 87 days disqualifies other thou- 
sands of railroad workers for unemployment and sickness benefits. 

The bills abolish the long-established congressional policy, which has been in 
effect from the very beginning of the system, for the payment of unemployment 
benefits for time lost due to orderly, legitimate, and legal strikes, conducted 
solely to rectify or improve conditions of employment in full accord with the 
quite specific and carefully considered provisions of the Railway Labor Act and 
in full accord with the provisions of the laws and constitutions of the railway 
unions, long and universally recognized as respectable, well-run and responsible 
organizations. 

The bills preclude any continuance of benefits in a succeeding benefit year 
after their exhaustion in a benefit year, as presently provided. 

Employees are, in effect, permanently disqualified who voluntarily quit em- 
ployment, including those who quit under duress or provocation. 

The payment of maternity benefits as such is completely eliminated. 

The bills provide that an employee who is disqualified for unemployment 
benefits for any reason is by reason of that fact also disqualified for sickness 
benefits. 

Any employee who is, or upon application would be, entitled to full retirement, 
disability or pension benefits under either the Railroad Retirement Act or the 
Social Security Act is disqualified for either unemployment or sickness benefits. 
This provision would disqualify all railroad workers 65 or more years of age; 
women employees 60 or more years of age with at least 30 years of railroad 
service; and all persons who could qualify for disability benefits under either 
act. It is charitable to say that this provision is the “unkindest cut of all.” 

II. The amount of benefits payable both for unemployment and sickness is 
substantially reduced by the bills. 


= 
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Under the present law benefits are computed on the basis of aggregate earnings 
in the base year, or upon the basis of the last daily basic rate of pay, whichever 
produces the greater benefit rate. The bills at hand provide that the last daily 
basic rate in the base year shall be the sole basis for the computation of benefits. 
In 1955-56, 60 percent of the sickness benefit rates and 42 percent of the unem- 
ployment benefit rates were computed upon the basis of aggregate earnings in the 
base year. They were so computed because it produced a higher benefit rate as 
provided in the present law. These figures illustrate the extent to which benefit 
rates would be reduced. 

The bills provide for the computation of benefit rates upon the basis of take- 
home pay, that is, benefits based upon the last daily basic rate less the railroad 
retirement tax and withholding tax applicable to such last daily basic rate. 
Congress in its wisdom has by provision of law waived the payment of railroad 
retirement and withholding taxes on railroad unemployment and sickness bene- 
fits. These bills would recapture both such taxes for the benefit of the railroad 
unemployment insurance trust fund, which only indirectly recaptures for the 
railroads themselves the taxes which the Government has waived. 

III. Administration of these bills is made difficult to a degree approaching 
impossibility. The design and plan so carefully thought out and developed for 
easily ascertained and quickly paid benefits would be revised for the worse. 
Presently, the base year and the benefit year are fixed and uniform periods, 
known and easily understood by the employees, the railroads and the Board. 
Facts essential to the making of determinations as to eligibility for benefits 
and no less essential in the computation of benefits are now readily available 
to the Board. That would not be true if the bills under discussion were enacted. 

Ascertainment and establishment of those facts in every individual case can 
only begin after the receipt of applications for benefits. Thereafter, in every 
ease inquiry must be made of all the employers the newly unemployed person 
has had in the previous 12 months to ascertain or verify the claim as to the 
determining wage rate, the reasons for losing the employment, the amount of 
withholding tax, the total amount of employment and pay the claimant has ob- 
tained in the previous 12 months, and a specification of the months in which the 
claimant has worked. Additionally, for purposes of determining eligibility for 
full retirement, disability or pension benefits, facts as to total railroad service, 
age, sex, and physical condition together with all other information fleeded to 
adjudicate a claim for an annuity or monthly benefit under the Railroad Retire- 
ment Act or the Social Security Act must be established. 

Since all of these time consuming inquiries and determinations must and can 
only be made after an employee has made his initial application, payment of 
benefits must and will be unreasonably delayed. In my personal judgment the 
very mechanics of adjudicating claims under the provisions of these bills will 
require from 6 to 8 weeks, and some of the more difficult cases will require 6 
months or more. 


STATEMENT OF MR. HEALY 


I am in complete accord with all of the proposals contained in H. R. 6016 and 
strongly recommend its unanimous approval. 

In my relatively brief tenure in office I have clearly, and repeatedly, insisted 
that all just claims under the Railroad Unemployment Insurance Act, and only 
such, were to be paid promptly and in full. But I have found that this principle 
requires amendments, such as proposed by H. R. 6016, to conform the letter of 
the law to its spirit and its purpose of providing a measure of interim assistance 
to railroad employees suffering an involuntary wage loss. Certainly, it was 
hardly the intent to subsidize persons whose unemployment is attributable to 
their own decisions. 

The spirit of the law should never have contemplated that— 

1. An employee who voluntarily quit, or refused suitable work, should be 
rewarded,” up to a maximum of 130 days benefits, after a mere disqualifica- 
tion of 30 days, from a fund to which he contributed nothing; or that 

2. An employee discharged or suspended for misconduct related to his 
work, or failure to fulfill his obligations, should be entitled to draw benefits, 
without any disqualification—again from a fund to which he contributed 
nothing; or that 

3. An employee coming under maternity provisions should, in effect, re- 
ceive special benefits, since maternity involves neither hazard of railroad 
employment or involuntary illness, and, again, without contributing a single 
penny to the fund; or that 
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4. Employees should draw unemployment benefits, from a trust fund 
provided solely by employers, while on strike against the industry. 

The payment of benefits in these cases, whether many or few, is wrong in 
principle. The technical analysis shows that, in fiscal 1955-56, some 18,500 
persons, who voluntarily quit their jobs, or were discharged or suspended for 
misconduct, were paid nearly $8 million in benefits. No indication is contained 
in the analysis of the number drawing benfits after refusing offers of suitable 
work or the total amount they received. 

The technical analysis reveals that 3,900 maternity beneficiaries received some 
$3144 million—exclusive of any amounts paid because of illness unrelated to 
pregnancy— in the fiscal year ending June 30, 1956. 

Although the analysis indicates that only 300 persons received benefits of some 
$63,000 while on strike in fiscal 1955-56, there were 18,100 such beneficiaries in 
the previous year who received in excess of $8 million. In the present fiscal 
year there have already been 3 work stoppages involving some 1,700 railroad 
employees—all eligible for benefits under present law. 

The railroad retirement system, financed by employer and employee contribu- 
tions, contains adequate provisions for persons who reach retirement age or be- 
come disabled. Certainly it was not the purpose in creating the railroad unem- 
ployment and sickness insurance system to use those funds, contributed solely 
by the carriers, to finance benefits for persons eligible for benefits under the 
Railroad Retirement Act. That this is being systematically done is evidenced 
in the technical analysis which show that over $12 million was paid out last 
year under the Railroad Unemployment Act to those persons who could and 
should have received benefits under the railroad retirement program. 

H. R. 6016 would also adjust other unjust situations. Persons becoming cur- 
rently unemployed or sick are being granted or denied benefits not on the basis 
of present employment, but on their previous base year wages. H. R. 6016 
would immediately qualify every employee, with a real attachment to the in- 
dustry in the 12 months preceding the filing for benefits. 

The unjust results of denying benefits to persons with substantial recent rail- 
road work is illustrated in the technica! analysis which estimates that some 
15,000 employees, not qualified under the present law, might have been qualified 
under the bill and have received about $6 million that was not paid. These 
were persons who, having at least 87 days’ work, with some in each of 6 months 
of the 12 months immediately before becoming unemployed, would have es- 
tablished their benefit year. 

The equally unjust results of existing law is emphasized in the estimate that 
33,000 persons were paid between $10 million and $15 million despite the facet 
that so little of their recent work was in the railroad industry they failed to 
meet even this modest requirement of the bill. Nevertheless, they qualified 
under present law on the basis of earning $400 or more in the calendar year 
1954. Doubtless many of these persons actually entered other work covered 
by State unemployment systems in 1954 but, despite this, claimed railroad 
benefits on becoming unemployed in the last fiscal year. 

The proposed change in benefit rates to 60 percent of the individual’s actual 
pay loss is further evidence of the industry’s desire to remove the inequities 
in the present law. The present half-pay formula gives a benefit equal to sub- 
stantially higher percent of actual pay loss to a person without dependents than 
it does to a person with dependents—which is incompatible both with equity 
and the purposes of the system. The bill gives both the same percentage of ac- 
tual pay loss—the family man a higher percentage of gross pay before with- 
holding. It seems clear that the man with a family, having dependents, has 
greater obligations than the single indvidual, and for that reason should have 
larger net unemployment and sickness benefits. Although no comparative “cost” 
figures are presently available, there is some thought that no material change 
in the total average benefits will result. 

This bill also would permit the railroads, individually or collectively, to re- 
mit before the 30th of September each year, their unemployment contributions 
on wages actually paid prior thereto, which is in line with sound business policy. 

Summarizing, the enactment of this bill will correct inequities in the present 
law ; deprive no one of just benefits: restore security and stability to a system 
created for the protection of true railroad workers; and, through all of these 
things, promote the public welfare. H. R. 6016 should be enacted. 
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A report on an identical bill, S. 1630 has been cleared with the Bureau of the 
Budget which advised that it had no objection to the submission of the report. 
By direction of the Board: 


Mary B. LInxrns, Secretary of the Board. 


RAILROAD RETIREMENT Boarp, 
Chicago, Ill., April 1, 1957. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DrAar Mr. Hargis: This is a report on the bill H. R. 6029 which was introduced 
in the House of Representatives on March 14, 1957, by Mr. Poff, and which was 
referred to your committee for consideration. 

This bill is identical with the bill H. R. 1008 which was introduced in the 
House on January 3, 1957, by Mr. Williams. 

Accordingly, we respectfully request that you consider our report on the 
bill H. R. 1008 as the report also on the bill H. R. 6029 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 

Mr. Mack. And now, we shall proceed to hear from our colleagues 
who will explain their bills and give such information as they desire. 


Our first witness will be our colleague from Pennsylvania, Hon. 


James E. Van Zandt. 


STATEMENT OF HON. JAMES E. VAN ZANDT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Van Zanvr. Mr. Chairman, I am grateful to you and to the 
member of this committee for the opportunity to appear before you 
and urge approval of the bills I have introduced at the request 
of thousands of active and retired railroad employees whom I have 
the honor to represent. 

These bills—with the exception of one bill, H. R. 4530—have been 
introduced by me in previous Congresses and they have the support 
of many individuals and groups among the railroad population of my 
district and the Nation. 

The bills are as follows: 

H. R. 3115, introduced on January 16, provides retirement on full 
annuity at age 60, or after serving 30 years, and further provides that 
such annuity for any month shall be not less than one-half of the in- 
dividual’s average monthly compensation for the 5 years of highest 
arnings, and so forth. 

H. R. 3116, introduced on January 16, provides full annuities at 
compensation of half salary or wages based on the 5 highest years of 
sarnings, for individuals who have completed 35 years of service, 
or have attained age 60. 

H. R, 3117 and H. R. 3421, are identical and provide that an an- 
nuitant may be eligible for his retirement annuity even though he 
renders compensated service for an employer other than railroads by 
whom he was last employed before his annuity became effective. 

These bills cover the situation where a retired employee is denied 
the opportunity to serve as a clerical employee of a church, civic, 
fraternal, or social organization. 

H. R. 3422 provides a 25 percent across-the-board increase in wid- 
ows’ annuities. 
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H. R. 4530 is identical with H. R. 4353 and H. R. 4354, the so- 
called Harris-Wolverton bills, amending the Railroad Retirement and 
the Railroad Unemployment Insurance Acts. This legislation liberal- 
izes benefits under both acts and was introduced at the request of 
railway-labor organizations in my congressional district who sub- 
scribe to the views of the Railway Labor Executives Association who 
are the sponsors of this legislation. 

Inasmuch as H. R. 4530 is identical with the Harris-Wolverton bills 
and, having no pride of authorship, I join with the Railway Labor 
Executives Association in advocating favorable consideration of the 
Harris-Wolverton version of the legislation. 

Before any further discussion of proposed amendments to the Rail- 
road Retirement Act, I want to reaffirm the position I have taken an- 
nually before this committee to the effect that there is an absolute 
necessity of maintaining the stability of the retirement fund and keep- 
ing it in a solvent condition to guarantee the payments of present 
and future benefits with the highest degree of certainty. 

In this connection, it should be recalled that when President Eisen- 
hower—on August 7, 1956—signed Senate bill 3616, known as the 
1956 amendments to the Railroad Retirement Act, he issued a state- 
ment calling attention to the fact that the cost of the 1956 amendments 
estimated to be $83 million annually would increase the deficiency of 
the retirement fund to $169 million a year. 

President Eisenhower further stated that corrective action was im- 
perative in remedying the $169 million deficiency and that he was 
signing Senate bill 3616 with the understanding that the 85th Con- 
gress would take corrective action. 

At this point I would like to make a part of the record the state- 
ment of President Eisenhower. 

(The statement referred to is as follows:) 


THE WHITE HOUsE 
STATEMENT BY THE PRESIDENT 


I have today signed S. 3616, to amend the Railroad Retirement Act of 1937 
to provide increases in benefits, and for other purposes. 

The bill provides generaly for a 10-percent increase in existing benefits under 
the Railroad Retirement Act. The principal exceptions are those widows, 
spouses, and survivors who are now receiving benefits under the social security 
minimum guaranty provisions. 

I take this action for two reasons: First, it will help thousands of retired 
railroad employees and their wives to meet their day-to-day living expenses. 
Secondly, the Senate Labor and Public Welfare Committee has indicated its 
unanimous determination to act promptly in the next session of the Congress 
on a Measure which will finance the cost of these benefit increases. Representa- 
tives of railroad labor organizations also have given firm assurances that they 
will propose at the opening of the next Congress a program to assure adequate 
financing of the railroad retirement system. It is imperative that satisfactory 
legislation for this purpose be proposed and enacted. 

Failure to take this action would mean that the time will come when the 
existing reserve fund of the railroad retirement system will be exhausted. Then 
the program would be left without sufficient income to meet its benefit obliga- 
tions to the thousands of hardworking railroad employees who are now con- 
tributing to the fund. It has been proposed that the burden of higher employee 
payroll taxes might be offset through a special exemption which would exclude 
employee contributions from income tax and from tax withholding provisions 
of present law. Neither such a device nor other Federal contribution, whether 
directly of indirectly made, would be equitable. This was made clear when the 
administration opposed the proposal at the time-of its recent consideration in 





in- 
ute 
ep- 
ent 


en- 
the 
ite- 
nts 


of 
im- 
was 


on- 


ate- 





















































RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 7] 


the Congress. It would amount to an indirect assessment of the rest of the 
community for improvements in the retirement system for a single industry. 

From the establishment of the railroad retirement system in 1937, it has been 
clearly intended that the benefits be financed entirely by employer and employee 
payroll contributions. The rate payable by railroad employees is 644 percent 
on compensation up to $350 a month. Employers pay an equal amount. For 
some time it has been a matter of concern to the executive branch of the Govern- 
ment that the combined payroll tax rate of 12% percent is not sufficient fully to 
finance the estimated future liabilities of the railroad retirement program. 

The sixth acturial evaluation of the railroad retirement program, issued in 
May of this year, states in part as follows: 

“* * * The difference betwen the 14.13 percent needed to finance the liabilities 
of the Railroad Retirement Act and the 12.5 percent currently collected is 
$86,390,000 a year, which indicates that an increase in the revenues is needed, 
if the system is to be maintained on a sound reserve basis. At the present time 
the current disbursements for benefits amount to approximately 97.5 percent 
of the taxes currently collected, and the time when disbursements will exceed 
taxes at the current rate of 12.5 percent is imminent * * *,” 

It is estimated that the benefit increases provided in S. 3616 will cost $83 
million a year at a level premium basis, raising the deficiency to $169 million a 
year. At present tax rates and existing payroll levels, this obviously will aggra- 
vate the dangers referred to in the evaluation report. Corrective action is im- 
perative. It should be taken promptly in the next session of the Congress, 

Mr. Van Zanpvt. Mr. Chairman, the deficiency reported in the re- 
tirement fund is the stumbling block to our efforts to further liberalize 
the Railroad Retirement Act and increase its benefits. 

Therefore, Congress as custodian of the railroad retirement fund, in 
finding means to l.quidate the $169 million deficit and at the same time 
finance the cost of new amendments, is faced with the necessity of pro- 
viding new sources of revenue, first, by either increasing payroll con- 
tributions and allowing the smploree to take credit for the increase in 
his income-tax return, or, secondly, to subsidize the railroad retire- 
ment fund by a direct contribution from the Treasury of the United 
States. 

Mr. Chairman, there is a definite need for a further liberalization 
of railroad-retirement benefits. This need is as great today as it was 
a year ago, if not greater, due to the fact that the cost of living is still 
increasing and monthly benefits have not kept pace with it. 

Those of us who represent districts with a heavy railroad popula- 
tion, both active and retired, know whereof we speak when we say 
retired railroaders and their families or their survivors are finding it 
difficult to exist on the present scale of benefits, 

Even the active railroad employees and their families are con- 
cerned about inadequate benefits because they are looking forward to 
retirement and to having a retirement system that will provide them 
with security for their retirement years. 

_ Last year, Mr, Chairman, you will recall Congress provided an 
increase or less than 10 percent for certain annuitants, pensioners, 
and survivors. 

In my opinion, this increase should have been an across-the-board 
increase, with no exceptions. 

As it is, there were certain groups of beneficiaries, especially widows, 
who received no increase whatsoever. In this day and age, with the 
cost of living at an all-time high, it is impossible to explain to these 
groups why they were not included in the legislation granting in- 
creases in retirement benefits. 
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Should the Harris-Wolverton bill be approved the proposed 10 
percent increase should apply to all annuitants, pensioners, or their 
survivors, without any exceptions. To do otherwi ise, you are simply 
inviting the charge of discrimination against those excluded from 
receiving the increase. 

Speaking of discrimination, I would like to see the Harris-Wolver- 
ton bill amended by including a provision that would repeal the 
prohibition against the payment of dual benefits to spouses thereby 
making them eligible to receive spouse benefits under the Railroad 
Retirement Act and earned benefits which they have paid for by pay- 
roll contributions under the Social Security Act. 

After all, these spouses paid for social-security benefits in their own 
right and they are entitled to them. 

In this connection, 1 understand the cost of such an amendment is 
minute as compared. to moral obligation of giving a person benefits 
they have paid for and acquired in their own right. 

Another discriminatory practice that should be abolished is the 
requirement that an annuitant must sever all connections with employ- 
ment outside the railroad industry before he becomes eligible for 
railroad-retirement benefits. 

In the earlier part of my statement, when explaining the purpose of 
my bills, H. R. 3118 and H. R. 3421, \ dadiainda to repeal the require- 
ment, I stated : 

Here is a situation where a retired railroad employee is denied the opportunity 
to serve as a clerical employee of a church, civic, fraternal, or social organi- 
zation. 

Mr. Chairman, if it is not possible to repeal this provision, I urge 
that we write into existing law a provision that will permit these 
retired employees to earn up to $100 monthly in this particular type 
of employment. 

In other words, such a ceiling on income would be comparable to 
the income limitations placed on persons retired because of disability. 

Here, again, the cost of my bill, H. R. 3118, I am informed, would 
be insignificant and would have v ‘irtually no effect on the retirement 
fund. 

Over a period of years, I have been besieged by thousands of my 
constituents actively ‘employ ed in the railroad industry to endeavor to 
secure enactment of legislation that would reduce the retirement age 
to 60 years or permit retirement after 30 or 35 years of service with 
the annuity to be computed on the 5 years of highest earnings. 

As a result of the interest of my constituents, I introduced in pre- 
vious Congresses legislation to effect earlier retirement and I hoye 
that during your deliberations you will give consideration to my two 
bills on the : subject, H. R. 3315 and H. R. 3116. 

Mr. Chairman, I want to reiterate the compelling need to liberalize 
the provisions of the Railroad Retirement Act and to increase its 
benefits. 

This committee has a herculean task in trying to amend the Rail- 
road Retirement Act and, at the same time, find the means of paying 
the cost of such amendments, as well as liquid: ite the $169 million 
deficit referred to by President Eisenhower. 

As in previous years, like other Representatives whose districts have 
a heavy railroad population, I await the results of your deliberations 
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on the many pending amendments to the Railroad Retirement Act now 
under consideration. 

Whatever your decision is, I know it will be in the best interest of 
the railroad population both active and retired. 

Mr. Chairman, in conclusion, I would like to recommend that the 
Railroad Retirement Board and the railway labor organizations, be 
encouraged to conduct a campaign of education regarding the Rail- 
road Retirement Act, its origin, its purpose, and the financial condi- 
tion of the retirement fund. 

During my congressional career, I have never encountered so much 
confusion in the minds of active and retired railroaders and their 
families over the financial condition of the retirement fund and its 
inability to absorb the cost of increased benefits. 

In addition, I am being constantly reminded of greater social- 
security benefits at a lower cost greater than the benefits paid under 
the Railroad Retirement Act. 

Recently the Railroad Retirement Board made available a com- 
parison of the benefits received under the Railroad Retirement and 
Social Security Acts. The comparison reveals the more attractive fea- 
tures of the Railroad Retirement Act which, if generally known, would 
answer critics of the Railroad Retirement Act. It is information of 
this type that could be part of an educational program which would 
be instrumental in clarifying many questions in the minds of our 
railroad population. 

Mr. Chairman, I should like at this point to include in my remarks 
a copy of the comparison of the benefits payable under the Railroad 
Retirement and Social Security Acts. 

(The information referred to is as follows :) 


How RatLrRoap RETIREMENT AND SuRVIVOR BENEFITS COMPARE WITH 
SocraL SeEcURITY BENEFITS 


The railroad retirement and social security systems both provide protection 
against loss of income arising from the hazards of old age, disability, and death. 
Under the railroad retirement plan, amounts of benefits are generally substan- 
tially larger, and the protection is somewhat more comprehensive than under the 
social security plan. However, by the same token, the more liberal benefits under 
the railroad retirement plan are more costly; consequently, the railroad retire- 
ment taxes necessary to finance the system are higher than under the social 
security system. 

The major differences between the two systems may be summarized as follows: 

(1) In general, railroad employees and their wives or survivors receive higher 
benefits. Moreover, in no case can monthly benefits be less than those under the 
social-security formulas. 

(2) Railroad employees with 10 or more years of service are protected against 
permanent disability for all regular work. Those with 20 or more years of service 
are also protected for work in their usual railroad occupations. In both cases, 
benefits may start at any age. Occupational disability benefits are also granted 
at age 60 to employees with 10 to 19 years of service. Effective July 1, 1957, 
social-security employees may receive disability benefits at age 50, provided they 
are permanently disabled for all regular work; no provision is made for those 
only occupationally disabled. 

Nondisabled railroad employees may retire at age 60 if they have 30 years of 
service ; in such cases, the annuity is reduced for men, but not for women. Under 
social security, no retirement benefits are payable to nondisabled male employees 
before age 65, nor to women employees before age 62. Furthermore, women who 
retire at ages 62-64 must take a reduction in their annuities. 

(3) Widows of railroad employees (even if not caring for eligible children) 
can receive monthly survivor annuities at age 60, as against age 62 under the 
Social Security Act. 
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(4) Railroad employees, but not employees under social security, are guaran- 
teed that the retirement and survivor benefits paid in their cases will be greater 
than the taxes they contribute to the retirement system. 

It is natural that the more valuable protection railroad employees have would 
be more costly than that offered by the social security system. At the present 
time, the railroad retirement tax rate (on employees and employers alike) is 
6% percent of the employee's earnings up to $350 a month, while the rate under 
the social security system is 244 percent on similar earnings. The railroad rate, 
bowever, has reached its maximum, while the social security rate is scheduled to 
1ise as follows: 1960 -64—23, percent ; 1965-69—314 percent; 1970-74—3* per- 
cent; and 1957 and thereafter—4\4 percent. In the long run, the tax rates under 
each system are designed to be sufficient to support the benefit structure. 

The data below compare the amounts of the various benefits paid under the 
two systems. The full effect of the “disability-freeze” and “drop-out” provisions 
of the 1954 amendments to the Social Sec urity Act, and all of the provisions of 
the 1956 amendments to that law, are not yet fully reflected in the average benefits 
payable under the social security system. 


Railroad Social 
retirement security 
RETIREMENT BENEFITS 
Present maximum to— | 
Employee alone -_---- erat ea ects 1 $184. 30 | $108. 50 
TONE eel CRh cen hel c en cascnSesesce ba 1 238. 60 162. 80 
Maximum benefit to— 
Employee alone with 40 continuous years of service after 1936 cal 260. 30 | 108. 50 
Employee and wife- --| 314. 60 162. 80 
Employee alone with 45 continuous yet ars of service after 1936... _- oo} 294. 50 | 108. 50 
Employee and wife ae ane A 348. 80 162. 80 
Average benefit awarded to— | 
Employee alone___- 2 122. 00 3 68. 00 
Wife or dependent husband __- eh ae 2 47.10 3 33. 90 
SURVIVOR RENEFITS | 
Present maximum monthly annuity to— | 
Widow aneéandndepahdadasééba ; Lindab sshaed. ical 81.40 | 81. 40 
Widow and 1 child_- Tier tic secdetnpn. 3 thes ticle tye teil a Etihad 162. 80 162. 80 
Widow and 2 or more children_____- 200. 00 200. 00 


Insurance lump sum (payable under Railroad Retirement Act when no sur- | 
vivor is immediately entitled to a monthly benefit, but in most cases under | 
Social Security Act). 

Present maximum to— | 

Survivor of employee with 20 years of continuous service after 1936 1701.00 255. 00 
Survivor of employee with 40 years of continuous service after 1936 } 
i 


852. 00 | 255. 00 
Survivor of employee with 45 years of continuous service after 1936_-- 886. 00 | 255. 00 
Residual payment, which guarantees benefits greater than taxes payable re- 
gardless of employee’s years of service, equal to 4 percent of taxable earn- | 
ings 1937-46 plus 7 percent thereafter, less benefits previously paid - (‘4% (4) 
Present maximum assuming 20 years of service, 1937-56, and that $701 | 
insurance lump sum was only other benefit previously paid Ok 
Maximum assuming 40 years of service, 1937-76, and that $852 insurance | 
lump sum was only other benefit paid a oe ; ey 0, GOR. GOT. nh. 5st 








1 As of Jan. 1, 1957. 
2 In January 1957. 
3 In October 1956. 
4 No provision, 


Source: Office of Director of Research, U. S. Railroad Retirement Board, March 1957. 


Mr. Van Zanpt. Mr. Chairman, this concludes my statement. 

Mr. Mack. Thank you, Mr. Van Zandt. 

Mr. Jarman. The ony question I might ask our colleague is whether 
he has any additional comment he might make in addition to what he 
has already said about the one comment by the Railroad Retirement 
Board in reference to at least two of his bills, H. R. 3115 and H. R. 


3116, in which in conclusion Mr. Habermeyer makes the comment for 
the Board that: 


Although there are other important reasons why the Board believes these bills 
should not be enacted, the fact that they would provide no additional revenue 
to meet the very large increase in the cost of the benefits compels the Board for 
that reason to recommend that no favorable consideration be given to the bill. 
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As I say, our colleague has already commented on what he feels 
might be a solution as to the additional revenue necessary to meet the 
problem. 

I wondered if you would care to enlarge on that, particularly for 
some of us who are new to the committee. 

Mr. Van Zanpr. H. R. 3115 and H. R. 3116 will actually reduce the 
retirement age to 60 and also provide the option of retiring after 30 
years of service, or 35 years of service and using the 5 years of highest 

earnings for the purpose of computing the monthly annuity. 

These bills, and I am generalizing on them, would cost about $235 
million a year. So you are confronted immediately with the problem 
of where are you going to get the money. 

Of course, the proposal presents a new formula entirely as far as 
the present retirement act is concerned. 

I said last year, and I say again at this time, that if legislation of 
this type is to be approved, you are going to have to revise the Rail- 
road Retirement Act completely and you will have to find new sources 
of income to cover the cost of the proposed changes. 

I have tried to tell my constituents exactly what I am telling you 
with respect to the cost, but it is very difficult to convince them that 
the present income is inadequate to finance the proposed amendments. 

Mr. Jarman. Thank you. 

Mr. Mack. Mr. Beamer, do you have some questions? 

Mr. Beamer. Mr. Chairman, I think we will want to hear as many 
Members as we can this morning. I do want to say on behalf of our 
colleague from Pennsylvania that he represents the district that, as 
I understand, has the greatest concentration of railroad employees of 
any place in the United States. 

{ do not know where my district will rank, but it will rank pretty 
close to it. 

So I think I can say I understand the problems of the railroad 
employees. 

I join the gentleman from Pennsylvania, particularly on one point: 
I am concerned about the additional money, where we are going to 
get it. 

I am hoping in a fashion that some clarification can be made, and 
I think you will agree with me, that the contribution to be made by 
the railroad employees to be tax exempt in the consumption of the 
Federal income tax. 

That is up to the Ways and Means Committee. 

Mr. Van Zanpr. You are correct. I have a bill pending on the sub- 
ject before the House Ways and Means Committee. 

Mr. BEAMER. Secondly, it seems that an individual who has con- 
tributed to social security should be receiving full social-security bene- 
fits if they have contributed to both pension funds. 

I think there have been similar bills in past Congresses. I don’t 
know how much the cost will be. 

Mr. Van Zanpt. The cost is minute. I have the figures in my files. 
I think if we go back a few years, we will find that when the prohibi- 
tion against the payment of dual benefits was written into law, several 
of us said at that time sooner or later it would have to be repealed 
because of the charge of discrimination. We were vindicated in our 
judgment because those who were discriminated against brought the 
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matter to the attention of their Congressmen with the result that some 
years ago we repealed the restriction as far as it applied to annuitants. 

The next year I think we repealed the prohibition as far as it ap- 
plied to widows. 

Now, the only section of that law to be repealed is that which affects 
the spouses. 

As I mentioned, in my statement, the spouses have earned their 
social-security benefits in their own right through previous employ- 
ment. I do not think that we shoulld deny them such benefits which 
is being done at the present time. 

Mr. Beamer. I agree with the gentleman. I want to commend you. 

May I just make one point. 

You do not feel that any of these bills are going to be injurious 
to the fund, that is, if they set up a new evaluation or new system of 
contributions ¢ 

Mr. Van Zanvt. Which bills are you talking about ? 

Mr. Beamer. What are your two numbers? 

Mr. Van Zanpr. If you are talking about the elimination of the re- 
striction on the spouse benefits, the cost would be minute. 

Mr. Beamer. No, I mean the full cost of the bills. 

Mr. Van Zanpr. I have introduced at least a half dozen bills. The 
first two, 3115 and 3116, have to do with the retirement at age 60 after 
30 or 35 years of service and using the 5 years of highest earnings for 
computing the monthly annuities. 

Are you referring to those two bills? 

Mr. Beamer. I was referring to those specifically, because you low- 
ered the age limit. 

Mr. Van Zanpr. In lowering the age et as I mentioned a moment 
ago, the estimated cost is $235 million a yea 

In this connection, since we are Senieouied today with a $169 mil- 
lion deficiency, if we are going to lower the retirement age as provided 
for in my bills, we are going to have to find new sources of income 
to not only liquidate the current deficiency but also to pay the cost 
of the proposed amendments. 

I do not know how we are going to provide this additional revenue 
other than by tax exempting these payroll deductions or by Congress 
making an annual contribution in the form of a subsidy to the fund. 

Mr. Beamer. That is all, Mr. Chairman. 

Mr. Mack. Mr. Van Zandt, I noticed you mentioned in your state- 
ment that it might be necessary to have a subsidy from the Govern- 
ment. I think probably if we had the broad provisions of H. R. 3116, 
that that probably would be necessary. 

Mr. Van Zanprt. Definitely so. 

Mr. Mack. The Chair would like to note the presence of our distin- 
guished chairman of the entire committee here today. 

Mr. Chairman, have you any questions ? 

The Cuatrman. Thank you, Mr. Chairman. I want to join the 
other members of the committee in extending a welcome to our col- 
league from Pennsylvania and our other colleagues this morning, we 
know, of course, of their continued interest over the years in the prob- 
lems of the retired railroad employees. 

What is essentially the difference between H. R. 3115 and H. R. 
3116! 
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Mr. Van Zanpr. H. R. 3115 provides full annuity at age 60 or after 
30 years of service and H. R. 3116 provides a full annuity at age 60 
or after 35 years of service. 

The difference is 30 years of service in one bill and 35 years in the 
other. 

The Cuarrman. Does either one of them provide for a reduced an- 
niuity ? 

Mr. Van Zanpr. No. 

The Cuairman, At any given age of retirement? 

Mr. VAn Zanpr. I do not think that either of these bills interfere 
with the provisions of existing law with respect to disability. 

The Cuarrman. I am sure that is tr ue, but the Civil Service Retire- 
ment Act, which I am sure this proposal is based on, provides, I be- 
lieve, that at a certain age beginning at age 55, if { remember cor- 
rectly, that an employee may ‘retire ‘by taking a reduced annuity. 

Mr. Van Zanpvr. That is correct. 

The aera iN. You do not apply that same principle here? 

Mr. VAN Zanpr. No; both of these bills provide full annuity at age 
60, after 30 or 35 years of service. 

The Cuarrman. That is all, Mr. Chairman. 

Mr. Mack. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Van Zandt, I followed the questions that have been directed 
to you rather carefully. I am not sure I got your recommended 
priority on these various problems. 

Was it your position that we should give attention to the amortiza- 
tion of the present deficiency first before we should consider any 
liberalization of the Retirement Act? 

Mr. Van Zanpt. I think Congress is obligated as custodian of the 
retirement fund to give consideration to the deficiency, because when 
the President signed the bill he called upon Congress, as well as the 
spokesmen for railway labor organizations, to tackle the deficiency of 
$169 million when the 85th Congress convened. 

In other words, he called upon Congress to liquidate the deficiency 
before it proceeded to further liberalize the existing law. 

I understand the so-called Harris-Wolverton bill provides a source 
of income through an increase in payroll taxes. 

It provides that the additional payroll tax contained in the bill 
would be tax exempt for income-tax purposes and the source of in- 
come I am told will not only permit the liquidation of the $169 mil- 
lion deficit, but it will cover the cost of the Harris-Wolverton bill. 

Mr. Avery. I appreciate the gentleman’s realistic approach to that 
problem. Iam in hearty agreement with him. 

I have just one more question and this I should know, but I do not. 

The payroll deductions for retirement in the Railroad Retirement 
Act are what, about 50 percent less than social security ? 

Mr. Van Zinvr. The deductions under the Railroad Retirement Act 
are 614 percent at the present time. That makes a total of 1214 per- 
cent, half of it being paid by the employee and the other half by rail- 
road management. 

Under social security I think the payroll tax is about 214 percent 
at the present time as far as the employee is concerned. 
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But it should be kept in mind that this tax is increasing constantly 
and that as the benefits are liberalized under social security the em- 
ployer and the employee are called upon to make a greater contribution 
to cover the cost of the increased benefits. 

If you compare social-security benefits with those paid by the Rail- 
road Retirement Board, you will find that the latter pays more in 
the way of benefits than does social security. 

I have made part of the record this morning a copy of the com- 
parison of the benefits paid by the two retirement systems. This 
comparison was recently provided Members of Congress by the Rail- 
road Retirement Board. 

Mr. Avery. I appreciate that. I will be very much interested in 
seeing that. 

Thank you, Mr. Chairman. 

Mr. Mack. Mr. Alger. 

Mr. Acer. No questions, Mr. Chairman. 

Mr. Mack. Mr. Van Zandt, I just have one further question and 
that is along the same line. 

I have been very much interested over the years, in bills similar to 
your proposals, H. R. 3115 and H. R. 3116. 1 would like to liberalize 
benefits but we have had the constant problem of financing. I frankly 
have never thought about Government contribution. 

I just wonder what in your opinion would be the justification for 
that. 

Mr. Van Zanopr. I think you have to consider first, the cost of living, 
and, second, that every dollar earned by an employee of the railroads of 
this country up to, I think, $350 a month, is dabject to a payroll de- 
duction from that dollar of 614 cents. 

So every time we increase payroll taxes as far as the employee is con- 
cerned, we are taking more money away from him. 

The average railroad man today is complaining about the deduc- 
tions that are being made to his salary before he collects it. Those 
deduction, in addition to the payroll tax to the Railroad Retirement 
fund, also include additional deductions, such as company relief, 
city, and Federal income tax, and other deductions, such as the com- 
munity chest, etc. 

Therefore, before an employee receives his pay envelope, there may 
be anywhere from 30 to 40 cents taken out of each dollar he has 
earned. 

The average employee says, “On the one hand, we get an increase 
that has been negotiated by railway labor groups with management, 
but in reality, payroll deductions take a great portion of it from us.” 

In my opinion, in the field of payroll deductions, we have about 
reached the saturation point. 

Mr. Mack. I am inclined to agree with you on that. The taxes are 
just about all that the employees can stand. 

But, on the other hand, the Government is only the trustee. It, 
therefore, looks to me as though there should be a question as to 
whether they should make direct appropriations. Perhaps we should 
‘all on the railroads to make up the subsidized fund or the railroad 
brotherhoods to make contribution to it. 

Mr. Van Zanpr. That would be one solution to the problem. It 
would require that railroad labor organizations would have to negoti- 
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ate with railroad management for an additional pension such as the 
United States Steel Workers have worked out with the steel corpora- 
tions. 

I think that sooner or later social security, railroad retirement, civil 
service, and other pension or retirement systems will have to be sub- 
sidized by the Government of the United States unless the cost of 
living is held down 

I do not think that business and industry, nor their employees, can 
continue to shoulder the burden of increasing payroll taxes. 

Mr. Mack. I am very happy to have your views on this subject. I 
can understand how there would be an obligation for subsidizing a 
social-security fund, but it seems to me it would be breaking “all 
precedent if you had the Government subsidize the railroad retirement 
fund. 

Mr. Van Zanpr. The method of financing the social-security fund 
is identical to that of railroad retirement. The employee and the em- 
ployer finance social security. In like manner, the employee and em- 
ployer finance the railroad retirement system. 

Mr. Mack. The social security retirement system is so closely asso- 
ciated with the Government it is actually a Government retirement 
program. 

Mr. Van Zanvt. That is true. 

Mr. Avery. Mr. Chairman, will you yield ? 

Mr. Mack. Yes. 

Mr. Avery. I wonder if I could ask the gentleman from Penn- 
sylvania this question: I believe you stated a while ago the total 
deduction now was about 1214 percent from the employee and 
employer. 

Mr. Van Zanpvr. That is right. 

Mr. Avery. On that basis can you tell us, Mr. Van Zandt, what that 
would have to be to offset that $169 million deficit in percentage? 
Would that have to be 13 percent, say ? 

Mr. Van Zanpvr. At the present time the payroll tax is 12.5. If the 
deficit i is to be financed and the cost of these amendments to be included, 
it is estimated it will require a combined payroll tax of 15.7 percent. 

Mr. Avery. That includes the amendments / 

Mr. Van Zanpr. I am not sure. 

Mr. Avery. You do not have what that would have to be increased 
to just to offset the present $169 million ? 

Mr. Van Zanor. I have just been advised that 15.7 percent does not 
include the cost of these proposed amendments. 

Mr. Avery. What would it be if we included the amendments Mr. 
Van Zandt? You may supply that for the record. 

Mr. Van Zanpr. I see, Mr. Machek, of the Railroad Retirement 
Board, is present. No doubt he will follow Members of Congress on 
the stand, and at that time he will furnish the committee the exact 
figures. 

Mr. Avery. Just to finish this thing up here, Mr. Van Zandt, will 
you arrange to supply for the record the cost of each one of these 
amendments on a percentage basis ? 

Mr. Van Zanpr. Do you mean each one of the amendments I have 
offered in the form of the bills? 
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Mr. Avery. Yes, sir. 

Mr. Van Zanpr. I can do that. 

Mr. Macx. Our staff has compiled the information that you are 
requesting. 

Mr. Avery. Very well. Then I will delete my request. 

Mr. Mack. I think the statement I have here covers your question. 

I think we have that information, Mr. Van Zandt. Tt will not be 
necessary for you to furnish it. 

Does anyone have any further questions? 

Thank you, Mr. Van Zandt. 

Mr. Van Zanvv. Thank you, Mr. Chairman. 

Mr. Mack. We also have our colleague from Florida here. We will 
be very happy to hear him at this time. 

Congressman Charles Bennett has been very active in railroad-re- 
tirement legislation since he has been in Congress. We are very happy 
to have him here this mor ning. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Benner. Thank you very much, Mr. Chairman. 

I would first like to express my appreciation to you and to the mem- 
bers of this committee for permitting me to appear here today to tes- 
tify in favor of H. R. 4353, and other railroad-retirement bills. 

H. R. 4353 contains many provisions liberalizing benefits, and I 
hope it will be possible for Congress to provide these and other benefit 
increases. 

I am today introducing a bill—H. R. 5803—which would provide 
annuities to individuals who retire at age 60 after 30 years’ service and 
at any time after 35 years’ service. 

It would also reduce the age at which wives could begin receiving 
spouses’ annuities to 60, provide monthly compensation for years of 
service before 1937, based upon the 5 highest years whother or not 
before 1937, and increase annuities and pensions by 15 percent for 
those who did not receive the i increase last year, and by 5 percent for 
those who did receive last year’s 10-percent increase. 

Finally, it would eliminate all remaining dual-benefit restrictions 
bet ween social sec a and railroad retirement. 

The committee is faced with the problem of financing such increases 
as it may recommend as a result of these hearings, H. R. 4353 proposes 
that the employee’s contribution be raised from 614 to 714% percent. 
Perhaps it will be necessary to raise the contribution in this way. 

However, I hope the committee will be able to find some way of 
financing this increase other than by raising the employee contribution. 
It has seemed to me for some time that a promising means of financing 
some increases would be by raising the rate of return on the railroad 
retirement reserve funds. 

As you know, about $314 billion of these funds is now invested with 
the United States Treasury at 3 percent. The Secretary of the Treas- 
ury recently requested authority to raise the interest rate on Govern- 
ment bonds, indicating that the Treasury is no longer able to obtain 
money in the free market at 3 percent. 
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It seems to me highly unfair to force rail workers to invest their 
retirement funds with the Treasury at 3 percent, as the law now re- 
quires, when the going rate is somewhat over that. 

The legislative counsel is now drafting a bill for me which would, 
I believe, provide a practical means of increasing the yield of the re- 
serve fund. My bill would authorize investment of up to $2 billion 
of the reserve fund in Government guaranteed housing mortgages at 
the rate of 5 percent. This is only slightly less than the present 514 
percent rate on FHA mortgages, but it would yield $40 million more 
for the fund. 

This housing would be for elderly persons generally, but preference 
would be given to railroad annuitants in purchasing such housing. 

Thus, annuitants would benefit in two ways: First, they would be 
able to receive higher annuities; 

Second, they would be able to retire to nice homes—I hope in 
Florida. 

Another feature of the bill which I am now drafting is a requirement 
that the Government pay 4 percent on the remaining $114 billion in 
the reserve fund, yielding an additional annual revenue of $15 million. 
Adding this to the $40 million additional from housing, there would 
result a total of $55 million more each year for financing more liberal 
benefits. 

Before this committee recommends an increased employee contribu- 
tion, as proposed in H. R. 4353, I hope it will consider alternatives 
which will not decrease the take-home pay of the railroad workers. 

Thank you again, Mr. Chairman, for permitting me to appear to 
express these views. 

Now, the reason why I irregularly and unusually appeared today on 
behalf of the two bills which are not actually pending bills yet is be- 

cause I have been waiting for the technicalities of these financing pro- 
visions to be worked out. 

The House legislative counsel has not been able to work them out 
yet. Today I am introducing a bill—H. R. 5803—-which asks the addi- 
tional benefits, but the financing has to come in a later bill because they 
have not been able to work it out yet. 

Nobody would think of having $3 billion on hand at 3 percent in 
1957. That is exactly what we do with regard to these funds. It is 
not sensible. 

If any man in this room had a million dollars he would not think 
of investing it all at 3 percent, because you know that money can be 
taken from you by inflation just as sure as it can in any other way. 
[t is not a great pleasure to receive back a dollar 10 years hence with 
3 or 4 percent interest on it if the dollar is worth so much less than 
it was when you originally presented it. 

In previous sessions of Congress I have urged even more liberal 
systems of raising this percentage. But this is a very mild one to 
which I cannot see anybody would have any great objection. 

Thank you. 

Mr. Mack. Thank you, Mr. Bennett. We appreciate your state- 
ment, especially the suggestions you have made with respect to raising 
revenue for this program. 

Mr. Moulder, do you have any questions ? 
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Mr. Movtper. Mr. Chairman, I want to compliment the gentleman 
for a splendid idea on investment of retirement funds. 

I am in accord with your proposal. However, I do not understand 
the part that says this housing will be for elderly persons generally. 
You mean under the Federal housing plan, not that somebody is going 
to buy housing for the elderly people? 

Mr. Bennett. This would be entirely Federal housing. If you 
want to knock out the portion about elderly persons, it would be 
agreeable to me. 

Two separate thoughts are embraced in that. One is to make the 
railroad people feel that their money is being invested more or less 
in the people that fall in that group. 

In my bill there will be a provision giving priority to them. 

The main reason for the bill is not to give housing for railroad 
employees. The main reason is to give higher percent on the mort- 
gage money. It is a guaranteed mortgage. We are doing it right 
now in the Government. We are not doing it for these particular 
people. 

Mr. Mack. Mr. Beamer. 

Mr. Beamer. Mr. Chairman, I have no particular question. I want 
to compliment the gentleman from Florida and commend him espe- 
cially because he has given one particular suggestion how we can get 
more money out of this fund. At least it is a step in the right direc- 
tion. 

Mr. Mack. Mr. Avery. 

Mr. Avery. I wonder, Mr. Bennett, is there any particular portion 
of the State of Florida you would like to suggest for retirement? 

Mr. Bennerr. No; that was just put in my testimony as a little 
witticism. 

Mr. Mack. Mr. Alger. 

Mr. Auger. No questions, Mr. Chairman. 

Mr. Mack. Mr. Bennett, my only suggestion would be that you 
amend a little further so that the retired Congressmen can also take 
up residence there. 

Mr. Bennett. Well, we will welcome you all. 

Thank you very much. 

(The following letter was later received from Mr. Bennett :) 

HOvUSE OF REPRESENTATIVES, 
Washington, D. C., March 22, 1957. 


INTERSTATE AND FOREIGN COMMERCE COMMITTEE, 
House of Representatives, Washington, D.C. 


GENTLEMEN: When I testified before your committee on railroad retirement 
on March 11, 1957, I referred to two bills which I planned to introduce. The 
first bill to which I referred was introduced as H. R. 5803. The other bill to 
which I referred was H. R. 6185. 

With kindest regards, I am 

Sincerely, 


CHARLES FE. BENNETT, 
Member of Congress. 
Mr. Mack. We also have another colleague from South Carolina 
here. 
We are very happy to have you testify, Mr. Dorn. 
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STATEMENT OF HON. W. J. BRYAN DORN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF SOUTH CAROLINA 


Mr. Dorn. Mr. Chairman, gentlemen of the subcommittee, I am 
not going into any detail because you are much more familiar with the 
technicalities than I ever would be. 

My bill, H. R. 3974, provides for the same features as many of the 
others. Retirement at the age of 60 with 30 years’ service and any 
age with 35 years service and also provides in the second section of the 
bill that the monthly compensation be based on any 5 years prior to 
1937 instead of 1924-31. 

I would like to emphasize here today the fact that the railroad 
people with whom I have come in contact back home, without a single 
exception that I can recall, are for legislation of this type. 

I live at Greenwood, S. C., which has five different railroads. It is 
a considerable railroad center. So I am familiar with the thinking 
of railroad people. 

From what I have been able to learn they are very much disap- 
pointed with the way the Retirement Act is working at the present 
time, particularly in view of the fact that they are paying twelve and 
a half percent, or, at least six and a quarter percent, and the manage- 
ment six and a quarter, which makes a total of twelve and a half, the 
largest percentage in any industry in any kind of retirement fund in 
the country today. 

I might say to the committee that last fall in Columbia, S. C., the 
State delegation did hold an open delegation meeting. We had about 
31 witnesses from practically every segment of the economy and we 
did have representatives of the railroads to come before the commit- 
tee in open session and advocate some legislation of this nature. 

I recall particularly one individual who said that he would have to 
work 48 years before he could retire under the present law. 

If I remember correctly, he has already put in about 40 years and 
he will have to work 8 more before he can retire. 

During those 48 years he estimates he will have paid into this fund 
much more than he could ever possibly draw even if he lived to be 85 
or 90 years old. 

That is all I have to say, Mr. Chairman and gentlemen of the com- 
mittee. 

I just wanted to come here to lend my endorsement to some legisla- 
tion. I have the utmost confidence in this committee as far as working 
something out is concerned. I realize, of course, your major problem 
is protecting the fund, the money that is now in the fund. 

I would not dare to try to suggest to you what should be done because 
I think you are much more familiar with this fund than I. We all 
realize that it is a problem. 

That is all I have to say, Mr. Chairman. 

Mr. Mack. Thank you very much, Mr. Dorn. 

Does anyone have any questions? 

Mr. Movuper. I have no questions, but I wish to compliment the 
gentleman. He has done splendid work in the support of the rail- 
road retirement program and he should be complimented on the bill 
which he has introduced. 
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Mr. Beamer. This morning while we are passing out compliments, 
I wish to especially compliment the gentleman from South Carolina. 

Seriously, he has overestimated the ability of this committee when 
he says he has complete confidence in it. ‘That is the reason we are 
calling members and witnesses before the committee, because we 
realize it is a problem. 

Mr. Dorn. It is one of the most perplexing problems before this 
committee. There is not a member of this committee or subcommittee 
that does not want to solve this problem. 

Mr. Beamer. We appreciate your appearance. 

Mr. Dorn. Thank you, sir. 

Mr. Mack. Mr. Harris, do you have any questions? 

The CuarrMan. I believe not, except I want to extend a cordial wel- 
come to our colleague from South Carolina. 

Mr. Dorn. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is our colleague and a member of the 
Committee on Interstate and Foreign Commerce, Hon. Torbert H. 
Macdonald. Mr. Macdonald, we will be glad to hear you at this time. 


STATEMENT OF HON. TORBERT H. MACDONALD, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Macponarp. Mr. Chairman and members of the subcommittee, 
Iam Torbert H. Macdonald, Representative from the Eighth Congres- 
sional District of Massachusetts. 

Before I go into the main body of my testimony, I want to thank 
you, Mr. C he airman, and members of this committee for granting me 
this privilege of making a brief statement relative to my bill H. R. 
5672. 

My bill, if enacted into law, would amend three Federal laws which 
play an important part in the lives of active and retired railway 
workers and their families. To be specific my bill would revise the 
benefit formulas in the Railroad Retirement Act so as to provide an 
increase in annuities to supplement the admittedly insufficient raises 
we were forced to accept last session. It would also amend the Rail- 
road Retirement Tax Act so as to put the retirement system once more 
on a sound financial footing. Finally, the measure would liberalize 
the Railroad Unemployment Insurance Act so as to provide the unem- 
ployed or sick railroad worker more realistic benefits as to their 
amount and as to their duration. 

Mr. Chairman, the cost of living is a frightening thing to the retired 
railroad worker. Since 1936 the cost of. living has risen 98 percent 
peule the retired railroad workers’ benefits have increased only by 

82 percent. My bill which increases almost all annuities, pensions, and 
insurance lump sums by 10 percent will help close this gap which can 
only mean hardship to the retired worker and his family. Already 
a consider: able portion of the 10-percent annuity increase provided 
last session has been swallowed up by increasing price levels. 

I am happy to say that the annuitants on the railroad retirement 
rolls who did not receive an increase in benefits last year will not be 
forgotten under the provisions of H. R. 5672. A 10-percent increase 
would be provided for all of the 168,000 individuals who did not 
qualify under the 1956 amendments because their benefits were com- 
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puted under the so-called social-security formula. Ninety-four thou- 
sand of these people are widows. Their need for immediate relief is 
highlighted by the fact that the average amount paid to a widow in 
current. pay status in December 1956 was only $52.55. My bill also 
raises the maximum on the spouse’s annuity from $54.30 to $59.73, and 
thus provides increases for the 64,000 wives and dependent husbands 
who were denied benefit increases on the basis of the maximum in 
effect last year 

H. R. 5672 increases maximum creditable compensation under the 
retirement act from $350 to $400 a month so that annuities in the future 
will keep pace with our expanding economy. 

My bill also provides certain other liberalizations in the railroad 
retirement system. It would give women railroad workers and the 
wives of retired workers the same option to retire at age 62 which was 
extended to women under the 1956 Social Security Amendments. At 
age 62 their annuity would be reduced to 80 percent of the amount 
they would have been entitled to at age 65. Moreover, the “all or 
nothing” income limitation for disability annuitants, which causes 
them to lose benefits for any month in which they earn $100 or more, 
would be liberalized so that they could earn $1,200 a year before any 
benefit loss would be incurred. Likewise, the 7- -day monthly work 
test for survivor beneficiaries who are out of the country would be 
modified so that they would come under the $1 
applicable to survivors in the United States. 

In providing greater benefits for railroad people we are ever mind- 
ful that we have a basic obligation not to jeopardize the financial 
stability of their retirement system. The increase in the tax rate of 
14 percent and in the tax base of $50 a month will finance the bene- 
fits provided by the bill and also almost completely eliminate the 
deficiencies which have plagued the retirement fund in recent years. 
Those who raise objections that this increase puts an extreme tax 
burden on railroad employers should realize that the combination of 
social security and private pension costs to employers in many other 
industries are much higher than the costs to employers in the rail- 
road industry. They should further remember that employers in 
these industries usually bear proportionately more of the pension cost 
because there are many more private plans and they are financed pri- 
marily by the employer. 

My bill also offers more realistic protection to workers who are out 


of work or who are temporarily unable to work because of illness 
or injury. 


200 test which is 


Daily bene fit rates for both unemployment and sickness which now 
range from $3.50 to $8.50 a ds ay would be increased to $4.50 to $10.20 
a day. This means that the full weekly rate of unemployment and 
sickness benefits will range from $22.50 to $51. The bill would also 
increase the minimum daily rate guaranty from 50 percent to 60 
percent of the worker’s daily compensation on his last job in a base 
year. 

Moreover, H. R. 5672 would provide additional unemployment 
benefit periods related to years of service. These periods would be in 
addition to the normal period for which the worker currently receives 
benefits. Thus, an unemployed man with 20 or more years of service 


might receive benefits 414 years longer than his entitlement under 
existing law. 
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All these improvements in unemployment and sickness benefits 
would be financed by a higher schedule which increases or decreases 
the tax on the employer in accordance with the amount of money in 
the unemployment insurance fund. The present tax rate runs from 
0.5 to 3 percent while the new rate would range from 2 to 4 percent. 

Mr. Chairman, my bill has had long and careful consideration by 
representatives of the standard railway labor orzanizations. It is 
the result of a lot of hard work. It makes much-needed improve- 
ments in the railroad retirement and wnemployment insurance sys- 
tems, but it does so within the context of sound principles of financing. 

Early passage of this bill would be of great value in helping the 
active and retired railway workers and their families in my own dis- 
trict and State, as well as throughout the country. It is my hope 
that this committee will act pr omptly on this measure so that it can 
be reported to and acted upon by the House at an early date. 

Fhank you. 

Mr. Mack. Thank you, Mr. Macdonald. 

Mr. Macponavp. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is our colleague from Minnesota, 
Hon. John A. Blatnik. 


STATEMENT OF HON. JOHN A. BLATNIK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MINNESOTA 


Mr. Brarntx. Mr. Chairman, I appreciate the opportunity to ap- 
ear before this committee in connection with my bill, H. R. 5456, 
ecause I believe it will make the most important improvements in 

the Railroad Retirement and Unemployment Insurance Acts since 
the major amendments of 1951. 

I do not need to remind this committee that such legislation is 
long overdue. As you pointed out on the floor of the House in Janu- 
ary, Mr. Chairman, the 1956 amendments were— 
admittedly insufficient, but we passed the legislation as an emergency relief 
measure with the understanding that this matter would be considered again 
during the 85th Congress. 

My bill is identical with the Harris and Wolverton bills. It will 
increase practically all retirement and survivor annuities by another 
10 percent. The bill recognizes the extreme hardship facing retired 
railroad workers who are trying to maintain themselves on income 
which is clearly inadequate. We must be especially conscious of the 
effect of continual increases in living costs on these people. We 
know that the rise of one-half of 1 percent in the cost of living in 
the last 3 months brought wage increases to 1.4 million workers 
whose union contracts contain escalator clauses. Surely it is time 
that we recognize, as well, that people living on retirement incomes 
are entitled to cor responding i Increases 

I am especially happy over the fact that this bill extends the 10 
percent increase to some 168,000 people who were not included in 
the 1956 amendments because their benefits were computed under 
the so-called social-security formula. Of this group, 94,000 were 
widows whose average payment in December 1956 totaled only 
$52.55 per month. It is hard for me to imagine how women who 
are left alone in the world by the death of their husbands can man- 
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age to exist on such a pittance. Similarly, this bill will increase the 
maximum on the spouse’s annuity from $54.30 to $59.73, so that some 
64,000 wives and dependent husbands will receive more adequate 
payments. Bh ; rt, 

Certain other inequities which call for revision have also been recog- 
nized in this bill. Women railroad workers and the wives of retired 
workers will be entitled to the same option to apply for reduced bene- 
fits at age 62 as do women under the new social security amendments. 
It revises the earnings limitation on disability annuitants so that they 
can earn up to $1,200 a year in employment outside the railroad indus- 
try without losing their monthly disability benefit. And it calls for 
payment of an insurance lump sum even though there are survivors 
entitled to annuities. Under existing law, such lump-sum payments 
can be made only if there are no survivors immediately eligible for 
benefits. 

I believe the bill is sound because it also recognizes the rights of 
younger railroad employees by increasing benefits for those who are 
unemployed or out of work because of illness or injury. Present rates, 
which are based on a schedule paying from $3.50 to $8.50 a day, would 
be increased to range from $4.50 to $10.20 a day. The bill would also 
increase the minimum rate guaranty from 50 percent to 60 percent of 
the worker’s daily compensation on his last job in a base year. More- 
over, the unemployed railroad worker who has had 5 years or more of 
railroad service, and who did not voluntarily leave work without good 
cause, can receive benefits for a longer period. These extended periods 
would vary in length, depending upon the number of years of service, 
so that an unemployed man with 20 or more years of service would 
receive benefits for as much as 414 years longer than he can under 
existing law. 

While I am happy to sponsor this bill because it represents a good 
step forward in the right direction, I cannot help but feel that there 
still is much more to be done for the present railroad retirement work- 
ers and their families. I recognize the necessity of taking into account 
the future equities of the present work force and the problems of the 
industry, but it is about time we start thinking about the retired 
worker also. Many proposals have been put forward to really bring 
the railroad retirement system up to date, but in each case we are told 
“it costs toomuch.” It never ceases to amaze me that in this Nation of 
ours, with its tremendous wealth and productive capacity, with its 
$412 billion gross national product, when it comes to taking care of the 
Nation’s older folks we are always told “it costs too much.” We have 
billions to spend on just about every other conceivable matter but never 
enough for the old folks. 

We must start thinking in terms of people, not budgets and tables. 
We've solved big problems before. We can solve this one, too, if we 
put our minds to it. 

We must seriously consider the adoption of such bills as H. R. 3974 
which permit full retirement at age 60 after 30 years of service or after 
35 years of service regardless of age. Annuities should be based on 
5 years of highest earnings before or after January 1, 1937, instead of 
the completely outmoded present test period of 1924~-31. 

The “last employer” dats shen be eliminated as provided in 
H. R. 4523. Retired railroad employee should have the privilege 
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after retirement of working for any “last employer” without for- 
feiting his annuity rather than requiring that the last employer be a 
‘ailroad. 

Another much-needed change is the elimination of the spouse “dual 
benefit restriction” to permit receiving both full social security and 
railroad retirement benefits along the lines recommended in H. R. 3420 
and similar bills. 

These proposals, together with the bills under consideration, if 
enacted, will provide the Nation’s railworkers with a more realistic 
pension program under which they can face their later years in true 
security and dignity. We cannot continue to attempt to solve the 
problem with piecemeal, fringe-benefit proposals. Just as soon as 
they are enacted they are either inadequate or out of date. So long as 
we continue this approach we will continue to disregard the real prob- 
lems and needs of the railroad worker. I urge this committee to 
seriously consider enactment of real, comprehensive changes in the 

railroad retirement system designed to furnish the railw orker an ade- 
ait, up-to-date pension sy stem which he so richly deserves. 

Mr. Mack. Thank you very much, Mr. Blatnik. 

Mr. BuarNrx. Thank you, Mr. Chairman. 


Mr. Mack. The next witness is our colleague from Maryland, Hon. 
DeWitt S. Hyde. 


STATEMENT OF HON. DeWITT S. HYDE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MARYLAND 


Mr. Hype. Mr. Chairman, thank you for allowing me to testify this 
morning on my bill, H. R. 5022. As you know, I have been before you 
in the past years on the same problems that exist in my congressional 
district so far as retired railroad employees are concerned. 

As you will note, one section of my bill deals with broadening the 
base period for computing annuities from the present 7-year period 
between 1924 and 1931 to a 7-year base period between 1940 and 1947, 
whichever would be greater to the retiree. I have many retired rail- 
road employees in my district with service dating back prior to 1937 
and this change in the bill would bring their retirement income more 
nearly in line with the original intent of C onvress. 

Another section of my ‘bill would allow individuals who have com- 
pleted 40 years of service or who have attained the age of 65, to retire. 
Actually, most of the employees who have had 40 years of service have 
reached the age of 65. I note that this provision is in many bills in- 
troduced this yeat 

These amendments to the Railroad Retirement Act would make the 
Act more equitable and bring it more in line with modern pension sys- 
tems. Moreover, it would appear that they would not result in too 
great a burden on the pension fund and should not make it necessary 
to increase the contributions to the pension fund by the employees. 

The committee’s early and favorable consideration of these amend- 
ments would be welcome by the railroad retirees and employees. 

Mr. Mack. Are there any questions? If not, we think you for your 
testimony, Mr. Hyde. 

Mr. Hype. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is Hon. Robert C. Byrd of West 
Virginia. 
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STATEMENT OF HON. ROBERT C. BYRD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Byrp. Mr. Chairman and members of the committee, I appreci- 
ate the opportunity to present this statement in support of the legis- 
lation that has been introduced by the chairman of this committee 
to amend the Railroad Retirement Act, the Railroad Retirement Tax 
Act, and the Railroad Unemployment Insurance Act, so as to improve 
and liberalize benefits payable to railroad workers and other bene- 
ficiaries under those laws. I am today introducing legislation similar 
to H. R. 4353. 

Legislation to increase benefits under the railroad retirement system 
is overdue. The abundant information and testimony already on 
record convincingly reveal that the benefits available to rail workers 
upon their retirement from active employment are in: vdequi ite to sup- 
port a man and wife at an average standard of living. The respon- 
sibility to correct this situation, as well as the obligation to so do, 
is that of the Congress—for the very reason that the railroad retire- 
ment system is under the management of the Congress and is not 
worked out through bargaining between labor and man: igement. 

With reference to the Railroad Retirement Act, the proposed meas- 
ure would increase all annuities, pensions, and insurance lump sums 
by 10 percent. The only exception under the 10-percent increase 
would be those annuities that ure based on the equivalent of the an- 
nuitant’s average monthly compensation while working in the rail- 
road industry. A disability annuitant would not lose the annuity 
for any month in which he earned over $100 in outside employment, 
provided his total annual earnings did not exceed $1,200. Women 
workers with less than 30 years of service would be eligible to retire 
at age 62 on a reduced basis, rather than at age 65. A wife may elect 
to receive her annuity at age 62 on a reduced basis, rather than at age 
65. The election to draw an annuity before reaching age 65 would 
reduce the annuity by one one-eightieth for each month that the an- 
nuitant is under age 65. The bill authorizes payment of the insurance 
lump sums up to a maximum of $750. The act presently precludes 
the. payment of this sum if the deceased employee is survived by a 
person entitled to an annuity in the month in which the employee 
died. The maximum creditable compensation under the Railroad Re- 
tirement Act would be increased from $350 to $400 a month. 

To finance the benefits under the Railroad Retirement Act, an 
amendment is proposed to the Railroad Retirement Tax Act which 
will increase the rate of tax from 614 percent to 714 percent on car- 
riers and employees. 

Of great importance are the amendments which the bill proposes to 
the Railroad Unemployment Insurance Act. The daily benefit rate 
would be increased to 60 percent of compensation for the employee’s 
last employment in a “base” year—the present rate being 50 percent. 
Daily benefit rates would be $0.50 to $1.70 higher than the present 

rates. The maximum benefit rate would be increased to $10.20 from 
$8.50. Sundays and holidays would be treated as days of employ- 
ment. Benefits would be payable for each d: ay of unemployment over 
4, rather than the present requirement of 7 days. The period for 
which unemployment benefits are to be paid will be extended in the 
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case of career railroad employees, i. e., those with at least 5 years of 
railroad service—the extended benefit period depending upon the 
employee’s years of service. The maximum per iod for which unem- 
ployment benefits are presently payable is 130 days. In this regard, 
the bill, H. R. 4353, provides as follows 


Number of 

compensable 
Years of service: 14-day periods 
Cee NN I itis cetsccicndy aeatiei ss Rc gael cle acted hghttatackedciee 39 
I el nt gee belt ee iach neta 65 
I a ae il easel tinge aacade iceigccenseoneamererae a 91 
RI | I eck Setnicneceapnmstiomsinn int omncteen ee eedenao a nadoxspeaieons Riaeolaeted bea eae 117 


In the Sixth District of West Virginia, which I have the honor to 
represent, we have many railroad workers—a good number of whom 
in recent years have been made idle because of the conversion from 
steam to diesel power. This is seemingly inconceivable when one 
realizes that the net income of railways in 1955 was $925 million 
against a total of $681.5 million in 1954. TI recall distinctly the despair- 
ing letter I received around the holidays from one of my constituents— 
a man, 63 years of age, with 50 years of service as a roundhouse ma- 
chinist, who had been “advanced to the rocking chair.” Under the 
proposed amendment, this worker could receive unemployment in- 
surance benefits until he reaches 65 years of age. 

The absolute necessity of expanding the “unemployment insurance 
benefits has been clear ly demonstrated by the bare statistics of railway 
employment in recent years. The testimony before this committee 
shows that railway traflic in 1956 was 40 percent above 1929, but em- 
ployment in the same period went down by 40 percent. The tabulation 
that follows substantiates this fact : 


Number of 
Year: railway employees 
OR ek re a ee eaten aecehes edie. 2, 300, 000 
Pa iE crt: a titinesd aden tipiaganinepenpuliintiinbined  minctetndaimtaniaaly 2, 100, 000 
a Nal a le nl eet cata ean eae * 1, 600, 000 


1 Approximate. 

In other words, there were 30 percent fewer railroad workers in 1956 
than there were in 1948, and yet the volume of traffic in those years was 
almost the same. Furthermore, the prospect is that another 250,000 
railroad workers will be dropped from the rolls within the next 10 
years or so. Automation is taking its toll. I understand the newer 
yards have a machine with an electronic memory by which the routing 
of cars can be selected in advance and recorded on a machine. When 
the cars come to the yard, the machine sorts them automatically and 
rolls them into their proper place. 

In July 1956, when legis'ation was enacted by the Congress to in- 
crease benefits by, generally, 10 percent, the echo resounding from the 
enactment was that the increase was, in essence, a temporary measure, 
for the purpose of providing an interim modest increase in benefits of 
10 percent which, on the average, amounted to $10 a month. That 

yas merely a step in the right direction, and its purpose was to afford 
some measure of hope to beneficiaries under the Railroad Retirement 
Act. At the time of the 1956 enactment, the rolls of the Railroad Re- 
tirement Board showed 650,900 beneficiaries. Out of that to’al num- 
ber, the increases went to about 300,000 annuitants, about 40,000 wives, 
and 65,000 survivors. The average monthly benefit now is only $111.70, 
and the average for survivor benefits ranges from only $46.30 to $50.50. 
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It is also noteworthy that prior to the 1956 legislation employee an- 
nuities under the railroad retirement system had been increased only 
twice since 1937, and survivor benefits, only once since their inception 
in 1946. On the other hand, the cost of living, as measured by the 
consumer price index, has risen 5 percent in the period between 1950 
and November 1956. ‘Today it is the highest it has ever been in the 


history of our country. 


The retirement income now provided for industrial workers under 
most negotiated plans is far above that received by railway annuitants. 
The retirement income for a 30-year worker in industry, with annual 
earnings of $4,200, has been placed at between $170 and $200 a month 
(including social-security benefits of $108.50). It is plainly evident 
that railroad workers lag behind the rest of the American workers. 
Surely, such workers should not be penalized with working and living 
conditions below the standards of other industries as a result of gov- 
ernmental regulation. Railroad workers and their dependents are 
entitled to share in the improvements and adjustments received by all 
other American workmen. I, therefore, sincerely hope that the com- 
mittee will be able to give favorable consideration to legislation bene- 
ficial to railroad workers and their dependents. 

Mr. Mack. We thank you for your statement, Mr. Byrd. 

Mr. Byrp. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is our colleague from Georgia, Hon. 
James C. Davis. 


STATEMENT OF HON. JAMES C. DAVIS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA 


Mr. Davis. Mr. Chairman and gentlemen of the committee, I appre- 
ciate very much your courtesy and consideration in extending me the 
privilege of appearing before your committee in behalf of the two bills 
T have had the honor to introduce and sponsor. 

The first of these that I would enlist your consideration of is H. R. 
4194. 

This bill has three major objectives: (1) It repeals the dual benefit 
restrictions on spouse’s annuities; (2) it allows survivor benefits under 
both the Social Security Act and the Railroad Retirement Act; (3) it 
removes the restriction on dual-survivor benefits under the Railroad 
Retirement Act. 

Under existing provisions of the Railroad Retirement Act the spouse 
of a retired railroad worker cannot receive the full spouse’s annuity 
under the act if entitled to social security benefits, in which case, the 
amount of the spouse’s annuity would be reduced by the amount of 
such benefits. This is true whether the spouse has applied for such 
dual benefits or not. This restriction is equally applicable to a parent’s 
insurance annuity under the Railroad Retirement Act. The spouse’s 
annuity would be reduced by the amount of the parent’s annuity. 

Similarly an individual who is entitled to more than one insurance 
annuity under the Railroad Retirement Act as the surviving widow, 
widower, child, or parent of a deceased railroad worker can receive 
only the one of such annuities which is the largest. 

90453—57——7 
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Finally, an individual cannot receive any social-security benefits 
(including a lump-sum death payment) as the survivor of an employee 
if he is entitled to an insurance annuity under the Railroad Retire- 
ment Act on the basis of the wages of the same employee. 

This bill which I have introduced would remove these restrictive 
provisions of the act so that in no case would an individual lose any 
part of the social-security benefits to which he may otherwise be en- 
titled merely because he is also entitled to a railroad annuity. Also an 
individual would not lose any part of a railroad annuity to which he is 
entitled merely because he is also entitled to a social-security benefit or 
to another railroad annuity. 

The people of this Nation that have been most adversely affected by 
the inflation of the past 15 years are those who are or have been de- 
pendent upon pensions and annuities for their livelihood. 

We all know what has happened to the value of the dollar. Its pur- 
chasing power has been reduced at least 50 percent. The majority of 
the Railroad Retirement Act was enacted in 1937. Compare the 1939 
dollar with 1957. See what today’s dollar buys in comparison with 
what it bought in 1939. It is unrealistic to contend that one can even 
exist today on the same amount that provided a comfortable living 
less than 20 years ago. 

At a time when an individual’s earning power has decreased or van- 
ished entirely it is an impossibility for him to survive on a fixed pen- 
sion or annuity that has failed to keep pace with the inflation in the 
value of the dollar. 

We must not allow the living standard of our pensioners and annui- 
tants to be reduced below a mere subsistence. This is especially true 
with respect to those annuities which have been purchased with sound 
dollars. 

It is our duty to remove the restrictive provisions of the Railroad 
Retirement Act that would prevent a wife from receiving a social- 
security benefit that she has earned solely because her husband may 
have earned an annuity for her by his service with a great industry. 
My bill would do only this. It would provide equity where it is most 
needed. 

I have many retired people in my district who find it increasingly 
difficult to make their annuities meet the requirements of daily living. 
It is for this reason that I urge the approval of this bill. It will allow 
some of them to increase their annuity by an amount equal to that 
which they would otherwise be entitled to receive under the Social 
Security Act were it not for the present restrictions. 

The second bill which I urge your favorable consideration is H. R. 
4195. This bill would amend section 2 (a) (4) of the Railroad 
Retirement Act which presently requires certain permanently disabled 
individuals to attain the age of 60 years before they may receive their 
annuities. My bill would revise this section so as to lower the age 
limit to 50 years. 

Here again we must consider the change in the situation of our 
country. Today the qualifications for employment of persons beyond 
the age of 50 have changed so very much since the enactment of the 

Railroad Retirement Act that we must give consideration to such 
present conditions. In the not too distant past an individual could live 
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adequately on-a very small income. Today that income must be 
increased. 

This amendment to the act would allow a physically disqualified 
railrdad employee with 10 years service to receive his full pension at 
the age of 50 years whereas now he must wait until he reaches the 
age of 60. 

Here again, I would point out that I have many people in my 
district that are waveasily affected by the present restriction and I 
would seriously urge favorable action upon this bill so that the Gov- 
ernment might do economic justice to these worthy individuals. 

Finally, Mr. Chairman, I would urge your approval of these bills 
in fairness and equity for these people who have to bear the burdens 
of inflation and decreased earning power in a period that has seen the 
cost of living persistently increase month after month until pensiéns 
and annuities that in the past provided a decent living today hardly 
provides a subsistence level. 

Mr. Mack. Are there any questions? If not, we thank you, Mr. 
Davis. 

Mr. Davis. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is the gentleman from the State of 
Washington, the Honorable Thor C. Tollefson. 


STATEMENT OF HON. THOR C. TOLLEFSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WASHINGTON 


Mr. Totiterson. Mr. Chairman and members of the committee, I 
appreciate this opportunity to appear before you in support of the 
several bills now under consideration by you which are designed to 
amend the Railroad Retirement Act so as to liberalize retirement 
benefits. I have particular reference to the Harris-Wolverton bill 
and similar measures, such as my own bill, H. R. 4620. 

These generally provide for a 10-percent increase in benefits, and 
should apply to all annuitants, pensioners, and their survivors. 

There are many railroad employees in my congressional district. 
A great number of them have written to me and have urged that I 
support the pending measures. I am happy to do so because I sin- 
cerely believe these bills to be meritorious and necessary. Those who 
have communicated with me say that present payments under the act 
are insufficient to meet the rising costs of living. Recipients are hav- 
ing a difficult, if not impossible, time making ends meet. Expensés 
exceed income and some relief is required. An increase in the amount 
of annuities seems to be the best answer to the situation. 

Mr. Chairman, railroad workers who have written to me are aware 
of the need for maintaining a solvent retirement fund. They appreci- 
ate the problem of this committee in that regard. They know that if 
more money is paid out of the fund in benefits than comes into it 
through employee-employer contributions the fund will eventually be 
exhausted, and there will remain nothing to be paid to future recipi- 
ents. But they are hopeful that the committee in its wisdom will find 
some solution to that problem. 

Perhaps new sources of revenue for the retirement fund must Be 
found. It has been suggested that payroll contributions should be 
increased, and that the employer be permitted to take credit for the 
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increase on his income tax return. Other means may occur to the 
committee as hearings on these measures proceed. 

In addition to increasing the amount of benefits, some measures 
pending before the committee seek to liberalize the Railroad Retire- 
ment Act in other ways. Some.would permit retirement after 30 or 35 
years of service, with the annuity to be computed on the 5 5 years of 

ighest earnings. Other measures would repeal the prohibition 
=e the payment of dual benefits to spouses thereby making them 
gible to receive spouse benefits under the Railroad Retirement Act 
and earned benefits under sociai security. I trust that the committee 
will give consideration to all of them. 

Railroad employees and employers each presently are taxed 644 
percent of the employees earnings up to $350 per month. Under 
social security the rates are 214 percent on similar earnings. A com- 
parison of the benefits paid aie er both systems is interesting. The 
Railroad Retirement Board has made available such a comparison and 
I include it herewith. 

(The matter referred to was inserted in the record by Mr. Van 
Zandt, and appears on p. 73.) 

Mr. Mack. We thank you for your statement, Mr. Tollefson. 

Mr. Totierson. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is the gentleman from New York, 
Hon. Sterling Cole. 


STATEMENT OF HON. STERLING COLE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


Mr. Cote. Mr. Chairman and members of the subcommittee, I have 
asked to appear before the subcommittee to explain my reasons for 
introducing H. R. 4760. 

This bill was prompted by a case which was brought to my attention 
by a constituent residing in Hornell, N. Y., a sizable center of rail- 
roading in my district. The constituent’s mother, a widow of a re- 
tired railroad employee, had applied for a widow’s annuity and her 
claim had been denied by the Railroad Retirement Board. The de- 
nial was based on the ground that the retiree’s annuity had not been 
approved prior to January 1, 1948, nor had he ceased to render com- 
pensated service to any person prior to that date. 

On the surface, the denial of widow’s annuity to this woman would 
seem perfectly proper and, in fact, it is perfectly legal as the Railroad 
Retirement Act as amended now stands; but I submit that the decision 
is inequitable and that H. R. 4760 or some similar legislation should 
be passed to amend the act in cases such as this. 

The railroad retiree in this case last performed compensated service 
for the Erie Railroad Co. in 1931. He was employed in another indus- 
try from 1935 to 1948. On April 30, 1947, the retiree applied to the 
Railroad Retirement Board for an annuity based on his earlier rail- 
road service. In order to have some income until the annuity was 
granted, he continued working for a private party. It took the Rail- 
road Retirement Board from May 1947 until January 23, 1948, to in- 
vestigate this case and determine that the applicant was eligible. The 
Board then wrote to him on that latter date stating that he would have 
to. cease employment in order to begin receiving the annuity. The re- 
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tiree ceased his employment on January 31, 1948, and was awarded 
an annuity effective February 1, 1948, based on 25 years of railroad 
service rendered prior to January 1, 1937. 

So far, so good, but when the retiree died on January 1, 1955, his 
widow applied for a widow’s insurance annuity and her application 
was denied by the Board because her husband’s annuity had not been 
awarded prior to January 1, 1948, nor had he ceased employment, be- 
fore that date. 

I submit that a widow in this position should not be denied her 
pension because of the excessive length of time it took the Railroad 
Retirement Board to investigate and grant her husband’s original 
application for annuity. In this case, the application was made on 
April 30, 1947, and was not tentatively approved until January 23, 
1948. The reasons for this are unimportant, I believe. It may have 
been due to a shortage of investigative personnel or because of some 
other factor which was not completely within the control of the Rail- 
road Retirement Board, but when an application takes nearly 9 months 
to be processed it is only reasonable to expect that the applicant will 
have to continue his employment in order to have income during that 
period. It is unreasonable to penalize the applicant’s widow at a 
later date because of the excessive delay in the processing of the ori- 
ginal application. 

Admittedly, the case which I cite is only one such incident, but that 
is because it is the only one which has been brought to my attention. 
I dare say there are many other cases where widows are not now re- 
ceiving annuities to which they would otherwise be entitled purely 
because their late husbands’ applications for railroad retirement an- 
nuity were not granted in a reasonable time, even though the appli- 
‘ation was made many months prior to January 1, 1948. It is to give 
relief to the windows in these cases that I have introduced H. R. 4760 
and I sincerely hope that this subcommittee will recognize the need 
for equity in situations which it covers, one of which I have outlined 
above. 

Mr. Mack. We thank you for your testimony, Mr. Cole. 

Mr. Corr. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is our colleague and a member of the 


Committee on Interstate and Foreign Commerce, Mr. Rhodes of Penn- 
sylvania. 


STATEMENT OF HON. GEORGE M. RHODES, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Ruopes. Mr. Chairman, members of the committee, I am pleased 
to have this opportunity of presenting my views favoring the enact- 
ment of H. R. 45353 and similar bills, including my own bill, H. R. 5057, 
providing for a modest 10-percent increase in pensions and annuities 
under the Railroad Retirement Act and also making liberalizing 
changes in the Railroad Unemployment Insurance Act. 

It is well known that in periods of rising prices such as we are now 
experiencing, those persons on fixed incomes—pensions, annuities, and 
the like—are most severely hurt. Retired persons, widows and chil- 
dren under the Railroad Retirement Act and similar types of retire- 
ment programs are being forced to make drastic cuts in their stand- 
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ards of living because of the reduced purchasing power of each pen- 
sion dollar. 

The 10-percent increase voted in the last Congress did not nearly 
meet-the rise in the cost of living which took place since the-last previ- 
ous increase in railroad retirement benefits in 1951. The consumer’s 
price index has risen to record levels each month following the most 
recent increase. Since the signing of Public Law 1013, ‘$4th Con- 
gress, the medical care index has risen by 2 points, transportation by 
5 points, housing by 1. 6 points, and the index of all items by 1.4 points. 

feel that H. R.'4353 and similar measures being considered by this 
committee are sound and necessary. Our chairman, Mr. Harris, the 
ranking Republican member, Mr. W olverton, and the entire member- 
ship of the committee has a splendid record in matters affecting the 
Railroad Retirement Act. I trust that the committee will see fit to 
give its prompt approval to this legislation so that it may be acted 
upon during this session. 

Mr. Mack. Thank you for your testimony, Mr. Rhodes. 

Mr. Ruoves. Thank you, Mr. Chairman. 

Mr. Mack. The next witness on the schedule is Hon. Charles W. 
Vursell of Illinois. 


STATEMENT OF HON. CHARLES W. VURSELL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS 


Mr. Vursevit. Mr. Chairman and members of the subcommittee, I 
desire today to submit for the record in your hearings brief testimony 
in support of H. R. 4312 which I introduced in the House of Repre- 
sentatives on February 4, 1957. 

I know you have had several bills before you for consideration all 
of them designed by the Members introducing them to correct some 
inadequacies in the present law providing for railroad retirement. 

H. R. 4312 generally carries the provisions of H. R. 3974 introduced 
by Representative Bryan Dorn of South Carolina. 

The purpose of such legislation is to correct inadequacies and give 
a fuller measure of railroad retirement in order to keep pace with 
the constant rise in the cost of living, and the constant change and, I 
might say, diminution of railroad employment due to improvements 
in mechanization in the evolution and progress of the railway industry. 

My bill, H. R. 4312, makes two important changes in the prese nt 
act, which provides retirement at age of 60 with 30 years of service, 
or 35 years of service regardless of age: 

(1) It would seem that since female employees under the present 
law are provided full retirement at age 60 with 30 years of service 
that male employees should be acc orded the same treatment. My bill 
provides that male employees, many working at the same type job, 
receiving the same pay, under present law would, if they retired at 
the age of 60 with 30 years of service, no longer lose one-third of 
the small annuity for retirement at age 60. This small increase in 
retirement which would result from amending the present act would 
give some small benefits to those who were forced to retire in many 
instances because of the changing conditions in railway employment. 
For instance, there are a great many workers in the shops who have 
been and will continue to be laid off in the change from steam to diesel 
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power and there are many that automation has made necessary for 
retirement from railroad work. 

Diesel power pulling longer trains at a higher rate of speed reduces, 
to an extent, employees in all categories such as engineers, firemen, 
switchmen, brakemen, and conductors as well as having an impact on 
railway shop employees throughout the Nation. 

(2) Another change this bill provides, as does others which have 
come before you for consideration, has reference to the basis of com- 
puting pension retirements for railway employees. The bill provides 
in substance that the present test period before 1936 be substituted 
by the average earning for the 5 highest years prior to the year 1937. 

There are some railroad shops that are closing down throwing many 
men over 60 years of age out of jobs, and we all know that it is al- 
most impossible for a man over 60 years of age to get new employ- 
ment. If the age was reduced to 60 years rather than the 65- -year 
limit, it would be most helpful to such men who are losing their jobs 
through no fault of their own. 

Mr. Chairman, I believe that with the changes referred to in this 
bill that it would bring to past, present and future railroad retirees 
a reasonable increase in retirement benefits which will keep pace more 
nearly with the changing conditions of employment and railway serv- 
ice and the economy of the Nation which affect living standards of 
every citizen. 

Mr. Mack. Thank you for your statement, Mr. Vursell. 

Mr. Voursevi. Thank you, Mr. Chairman. 


Mr. Mack. We will now hear our colleague from Kansas, the Hon- 
orable Myron V. George. 


STATEMENT OF HON. MYRON V. GEORGE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KANSAS 


Mr. Grorcr. Mr. Chairman, last year, I introduced H. R. 9334, a 
companion bill to H. R. 9065, introduced by Congressman Harris. I 
thoroughly approved of the bill as introduced and regretted that the 
benefits were reduced and that the tax-offset provision was elimi- 
nated. On February 18, 1957, I introduced H. R. 4914, which contains 
the same provisions as H. R. 4353 by Congressman Harris, and H. R. 
4354 by Congressman Wolverton. 

The proposed amendments would effect the following changes in the 
Railroad Retirement Act, the Railroad Retirement Tax Act, and the 
Railroad Unemployment Insurance Act: 

(1) For Financing of the Benefits, the bills— 

(a) would increase the tax base under the Railroad Retire- 
ment Tax Act from the present maximum of $350 a month to 
$400 ; 

(6) would increase the present tax rates on employers and 
employees from 614 percent to 714 percent; and 

(ce) would provide an additional increase of tax rates on em- 
ployers and employees with respect to compensation for services 
after 1969 provided there are increases in certain social security 
tax rates. 


These provisions will continue the railroad retirement system on a 
sound financial basis. 
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(2) For the Railroad Retirement Act, the bills— 

(a) would increase all benefits by 10 percent; 

(6) Would liberalize the work clause for disability annuitants ; 

(c) would reduce the age requirement for annuities for women: 
employees with less than 30 years of service from 65 to 62, but such 
annuity would be on a reduced basis; 

(d) would reduce the age requirement for annuities for spouses 
from 65 to 62, but such annuity would be on a reduced basis; 

(e) would authorize the payment of insurance lump sums 
(commonly considered as funeral expenses) up to a maximum of 
$750, even if monthly survivor annuities are payable in the month 
of the employee’s death; and 

(f) would increase the maximum creditable monthly compen- 
sation from $350 to $400. 

(3) For the Railroad Unemployment Insurance Act, the bills— 

(a) would increase the daily benefit rate from the present 50: 
percent of the employee’s wage rate in his last job up to a maxi- 
mum of $8.50, to 60 percent of his wage rate up to a maximum of 
$10.20; 

(6) would increase from 7 to 10 the number of days for which 
unemployment benefits may be paid in the first registration period ; 

(c) would extend for a career railroad employee the period dur- 
ing which he may receive benefits (these extended periods would 
vary in accordance with the length of the beneficiary’s previous 
employment) ; and 

(d) would provide funds for these proposed increases in bene- 
fits, with a maximum tax rate of 4 percent up to $400 a month, all 
of which is paid by employers. 

There are a large number of railroad and express employees in my 
district that will be affected by these amendments which would aug- 
ment the benefits under these laws and provide adequate taxation to 
support the continued payment of benefits and it is hoped that this 
committee will favorably consider these provisions and recommend 
their passage to the House. 

Mr. Mack. We appreciate your appearance, Mr. George. 

Mr. Grorce. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is our colleague from North Dakota, 
the Honorable Usher L. Burdick. 


STATEMENT OF HON. USHER L. BURDICK, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH DAKOTA 


Mr. Burpicx. Section 3 (e) of the Railroad Retirement Act of 1937 
provides in substance that a railroad retirement annuity will never be 
less in amount than the corresponding monthly benefit which would 
be payable under the Social Security Act if the wage record in ques- 
tion were a social security wage record instead of a railroad wage rec- 
ord. This provision is designed to put a “floor” under the railroad 
retirement benefits by increasing a railroad retirement or survivor 
annuity to the social-security level if the latter is higher. 


A constituent’s railroad annuity, as computed under the regular: 


formula in the Railroad Retirement Act, was lower than the corre- 
sponding (widow’s) benefit would be under the Social Security Act, 
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so it was increased under-section 3 (e) to the amount of the latter bene- 
fit. However, she subsequently became entitled under the Social Se- 
curity Act to an old-age benefit in her own right, and under that act a 
widow’s benefit is considerably reduced if the widow is also entitled to 
an old-age benefit; so that the provisions of section 3 (e) no longer 
served to increase her railroad annuity and it reverted to the some- 
what lower amount computed under the regular Railroad Retirement 
Act formula. 

H. R. 4187 would provide that, for purposes of determining the 
minimum railroad annuity of any individual under section 3 (e), the 
fact that such individual may actually be entitled to a social-security 
benefit will be disregarded. The individual could therefore obtain 
the benefits of the floor provisions without the reduction which would 
otherwise result from his entitlement to more than one social-security 
benefit. The bill has been made retroactive to October 1, 1955, so as 
to apply to my constituent. 

I howe the subcommittee will give favorable consideration to H. R. 
4187. 

Mr. Mack. Thank you for your testimony, Mr. Burdick. 

Mr. Burpicx. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is another member of our Committee 
on Interstate and Foreign Commerce, Mr. Staggers, of West Virginia. 


STATEMENT OF HON. HARLEY 0. STAGGERS, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Sraccrers. Mr. Chairman, it has always been very gratifying to 
me that I have supported all amendments to the Railroad Retirement 
and Railroad Unemployment Insurance Acts which have been sup- 
ported by the railroad labor organizations. I have voted in favor of 
their legislation not only on the floor but in committee when it was in 
executive session. 

I heartily approve of the Harris-Wolverton bills, H. R. 4353 and 
H. R. 4854, and introduced on March 7, 1957, a companion bill, H. R. 
5772. Last year, I introduced H. R. 9190 which was the same as Con- 
gressman Harris’ bill, H. R. 9065. I have regretted that the legisla- 
tion before the 84th Congress was not enacted as introduced. The in- 
creases in benefits were inadequate and the tax-exempt provision ap- 
plicable to taxes paid under the act died a lingering death in the Ways 
and Means Committee. H. R. 5772 would increase all benefits under 
the act by 10 percent. It would liberalize the Railroad Retirement 
Act in many other ways and provide the necessary increase in taxa- 
tion to meet the future Geinaiids on the railroad retirement trust fund. 
I earnestly request this committee to favorably consider the provisions 
of this legislation and recommend their passage to the House. 

It is my hope too that the Ways and Means Committee will act 
favorably and expeditiously on Congressman McCarthy’s bill, H. R. 
5551, to eliminate from gross income all taxes paid by employees, not 
only under the Railroad Retirement Tax Act, but also under the Social 
Security Act and the civil-service retirement system. 

Mr. Mack. We thank you for the information you have given the 


committee, Mr. Staggers. 
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Mr. Sraceers. Thank you, Mr. Chairman. 
Mr. Mack. The next witness is our colleague from New York, Hon. 
Herbert Zelenko. 


STATEMENT OF HON. HERBERT ZELENKO, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Zevenxo. Mr. Chairman, I welcome this opportunity of pre- 
senting my statement in support of the bill I have introduced, H. R. 
3545, to amend the Railroad Retirement Act of 1937 to provide full 
annuities for all individuals who have completed 30 years of service 
at age 60 and reduced annuities for individuals who have completed 
30 years of service at age 55, and to increase the maximum annuity 
payable to an individual with 30 years of service. 

Our citizens who have worked long and faithfully in the service of 
the railroad industry, which is so essential to the welfare of the United 
States, are entitled to a more liberal schedule for the computation of 
retirement age, and to greater financial security upon their retirement. 

Studies have shown that these benefits can be provided under the 
railroad retirement fund without an increase in taxes. 

I hope that the members of this committee will look favorably upon 
this legislation, which provides a more adequate retirement system, 
and will recommend the enactment of same to the House of Repre- 
sentatives. 

Mr. Mack. Thank you, Mr. Zelenko, for your appearance and the 
information you have given the committee. 

Mr. Zecenxo. Thank you, Mr. Chairman. 

Mr. Mack. We will now hear from the gentleman from Michigan, 
Mr. Rabaut. 


STATEMENT OF HON. LOUIS C. RABAUT, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MICHIGAN 


Mr. Razavut. Mr. Chairman and members of the committee, thank 
you for the opportunity to express my views in behalf of my bill, H. R. 
900. First, 1 would like to point out that, inadvertently, a very im- 
portant section of my bill was deleted; my original desire was to allow 
former railroad employees not covered by social security to withdraw 
their retirement deductions if their tenure of service was less than 10 
years. In this connection, I am submitting an amendment to H. R. 
900 to clarify this point and will discuss my bill as it contains the 
amendment. 

My bill would permit an employee with less than 10 years of service 
under the Railroad Retirement Act to receive a refund of all the pay- 
ments contributed to the system plus 6 percent interest from time of 
such payments. Persons who leave railroad employment with less 
than 10 years’ service are not now entitled to any railroad retirement 
benefits during life. Persons who enter an-industry other than rail- 
road which is covered by the provisions of the Social Security Act 
will receive appropriate social-security benefits at age 65. However, 
those taking employment elsewhere now suffer a total loss of the money 
paid into the railroad retirement fund and will probably have to be 
content with the knowledge that their estate may eventually get their 
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railroad retirement contribution. This is most unfair when one con- 
siders the vast number of workers adversely affected. As of the end 
of 1951, there were about 5.5 million living persons, who at one time or 
other, had some but less than 10 years of railroad service. It should 
also be mentioned that, of those who entered railroad service in 1938, 
less than 13 percent were still in service in 1950. 

Women railroad workers who get married and become housewives, 
Federal workers under the Civil Service Retirement Act, and police- 
men, firemen, and other municipal employees under certain State re- 
tirement systems make up the bulk of those who suffer from this char- 
acteristic of the rnilvoud retirement law. Incidentally, it should be 
mentioned that even if a worker does happen to be covered by social 
security at retirement age, he will not receive a fair return for his years 
on the railroad. He has paid into the railroad retirement fund at the 
“ate of 6 percent and will draw the same benefits for his years of rail- 
road service as those individuals who paid only 2 percent of their 
salary through the years. 

Gentlemen, in view of the fact that a short-term worker’s payments 
are not now being used for his own benefit but are being used to pay 
benefits of career employees, I feel the aforementioned retirement 
deductions should be returned to their rightful owners. Six percent of 
a man’s salary is a great deal and under proposed legislation, the 
amount deducted for retirement purposes would be increased to 714 
percent. In this day of rising costs and sporadic unemployment, the 
sums retained by the Retirement Board could be of tremendous assist- 
ance to a family having difficulty “making ends meet.” 

(The amendment referred to above follows :) 


AMENDMENT TO H. R. 900 


On page 2, strike out the period in line 6 and insert the following: “, if (A) 
such employee, after terminating his railroad employment, enters upon the per- 
formance of service (other than railroad employment) which is excluded from 
‘employment’ as defined in section 210(a) of the Social Security Act, and (B) 
such employee files his resignation and affidavit with the Board, as provided in 
the succeeding sentences of this paragraph, while he is performing such excluded 
service.” 

Mr. Mack. Thank you for your appearance, Mr. Rabaut. 

Mr. Rasavur. Thank you, Mr. Chairman. 

Mr. Mack. The next witness is Hon. Richard H. Poff, our colleague 
from Virginia. I believe, Mr. Poff, you wish to testify on H. R. 4523 
and also on H. R. 880; is that correct ? 

Mr. Porr. That is correct, Mr. Chairman. 

Mr. Mack. You may proceed. 


STATEMENT OF HON. RICHARD H. POFF, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Porr. Mr. Chairman, I am pleased to have an opportunity to 
testify in support of my bill H. R. 4523 which I introduced on Febru- 
ary 6, 1957. Briefly, the purpose of this bill is to amend the Rail- 
road Retirement Act of 1937 to permit a retired railroad worker to 
reeeive his benefits even though he may have rendered compensated 
service to an outside employer by whom he was last employed before 
his benefits began to accrue. Stated differently and still more simply, 
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H. R. 4523 would repeal the so-called last employer clause of the act. 

As the members of this subcommittee know, many railroad workers, 
faced with today’s high cost of living and sometimes unique mort- 
gage, hospital, medical and other domestic financial burdens, are com- 
pelled to do something in their off-duty hours to supplement their 
railroad wages. Sometimes at a very nominal monthly or annual 
salary, they serve as executive secretaries or treasurers of church, civic, 
fraternal or social organizations. Under sections 2 (a) and 2 (b) 
of the Railroad Retirement Act, as now written, when such railroad 
workers become eligible for retirement under the act, they are refused 
their retirement benefits unless first they resign from their side job. 
Recently several specific cases of this nature have come to my atten- 
tion. One concerns a man who had worked on one of our southern 
railroads for over 40 years and who, as an ordained Baptist minister, 
filled the pulpit in two local churches each Sunday, for which he re- 
ceived a small salary which hardly covered his personal expense. 
When he applied for railroad retirement benefits, he was told that be- 
fore he would be eligible, he would have to resign as minister to these 
two churches. Another railroad worker had been serving as treasurer 
of a small local credit unit before he retired from the railroad. Un- 
aware of the effects of the last employer clause, he continued working 
for the credit union after he retired. When the Railroad Retirement 
Board learned this, his pension was stopped and he was told that he 
would have to resign this little job before his pension could be restored. 
In still another case, a retired woman railroad worker was asked to 
refund the retirement benefits she had already been paid when the 
Railroad Retirement Board learned the she had been working as a 
part time stenographer while she was still working for the railroad. 

As I understand it, the original purpose of the last employer clause 
was to deny benefits to those railroad workers who left the railroad 
industry before retirement age after only a few years’ or a few months’ 
service and engaged in other employment which was covered by a 
different retirement plan. However, the legal effect of the language 
of this clause was to deny benefits even to those employees who were 
still working for the railroad when they reached retirement age simply 
because they had another “employer.” Personally, I do not believe 
that the authors of the last employer clause foresaw or intended any 
such effect. 

I am told that the argument against this bill is that it would in- 
crease the operating cost of the program. Assuming for the sake of 
discussion that this is a fact, still it seems to me that the argument has 
no equitable validity because it is based upon the unfair premise that 
the railroad retirement fund should be unjustly enriched at the ex- 
pense of the railroad worker who has for perhaps 30 or more years 
paid into the fund with the reasonable expectation that he would upon 
retirement be entitled to the benefits which he had purchased. What 
justice can there be in the contention that he should be required in 
his declining years to forfeit these benefits simply because he was com- 
pelled by financial necessity to supplement his railroad wages in some 
small off-duty side job? What he gets for what he pays is little enough 
anyway. 

Further demonstrating the unfairness of the last-employer clause, 
the railroad worker who is fortunate enough to own a few shares of 
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corporate stock (and, believe me, they are not many) may receive sev- 
eral hundred dollars in annual dividends; yet he has no “employer 
other than the railroad” and accordingly is not affected by the last- 
employer clause. The same is true of other railroad workers who 
are, in their off-duty hours, “self-employed” and earning income in 
addition to their railroad wages. While this worker is not affected 
by the last-employer clause and thus draws his full retirement benefits, 
the man working right beside him on the trains, in the yards, in the 
shops, or in the office may be subject to the penalities of the clause 
simply because his outside income is derived from an “employer” such 
as a church or civic organization. 

I earnestly trust that the members of this subcommittee will appre- 
ciate the inequity and hardship which this section of the “Railroad 
Retirement Act has worked upon so many of our railroad workers and 
will recommend favorable action on this legislation. 

Mr. Chairman, that concludes my statement on H. R. 4523. 

Mr. Mack. You may proceed with your other statement. 

Mr. Porr. Mr. Chairman, this is the fifth time I have appeared be- 
fore a subcommittee of the House Committee on Interstate and For- 
eign Commerce in support of legislation similar to my bill H. R. 880, 
which I reintroduced this year on January 3, 1957. Accordingly, 
whatever I may say today must necessarily be somewhat repetitious. 
Nevertheless, what I have to say I feel bears repeated repetition. 

Stated in its most elemental form, the purpose of H. R. 880 is (1) to 
reduce the Railroad Retirement age to 60 after 30 years’ service and 
to any age after 35 years’ service; and (2) to discard the antique test 
period, 1924-31, and install in its place the 5 best years’ rule. 

The modern trend in all pension plans is toward a reduced retire- 
ment age. This trend grows out of both humane and economic con- 
siderations. On the humane side, it is becoming increasingly apparent 
in this day of highly specialized skills that a man who loses his job 
after the age of 45 has little opportunity of finding employment in a 
different field of endeavor; after the age of 60, the difficulty is prac- 
tically an impossibility. Moreover, there is a growing recognition 
of the humanity of providing a man who has worked faithfully ata 
single job for a third of a century with the reward of a few leisure 
years at the capstone of his mortal existence. He should receive this 
reward while he is still physically able to enjoy the things he has been 
denied during the productive years of his life. 

On the economic side, economic experts have come to realize that, 
in this age when the machine is replacing the man and the popula- 
tion is increasing by leaps and bounds, this Nation may soon reach 
the point when the number of workers available will be much greater 
than the number of jobs available. To help meet this threat, the eco- 
nomic experts suggest that pension benefits should be attractive enough 
and the permissive retirement age low enough to induce the individual 
worker to retire at an earlier age, thereby reducing the total national 
work force and creating job opportunities for the young married man 
who is just assuming the family obligations of his work life. 

Under this enlightened economic theory, private insurance com- 
panies have been lowering the benefit age in their commercial annuity 
contracts. Many industrial pension plans, financed jointly by the em- 
ployer and employee without governmental intervention, have lowered 
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the retirement age. Last year the Congress lowered the social-se- 
curity benefit age for women to 62. Even.under the Railroad Retire- 
ment Act, where the Congress seems reluctant and slow to recognize 
and keep pace with modern economic trends, the benefit age for widows 
and working women with 30 years’ service has been reduced to 60. 
Yet, as if the Congress were blind to changes in other pension plans 
and deaf to the entreaties of the railroad workers who own the re- 
tirement fund, we have year after year failed and refused to lower 
the permissive retirement age for the male railroad worker. In view 
of the greater life expectancy of the 60-year-old woman, I do not see 
how Congress can continue to justify this retirement-age discrimina- 
tion against the male worker, especially since the man usually is the 
breadwinner of the family. It is no justification to say that the pres- 
ent law permits the male worker to retire at 60 under a reduced pen- 
sion. Under the present law, the man who retires at 60 loses one- 
third of his monthly annuity. 

Turning now to the other provision of my bill, the 1924-31 test 
period (which under present law would apply to every worker who 
retires before 1937) was established in the original act. At that time, 
even though the test period included the depression years of 1929 
and 1930, the average wage for the entire period was higher than 
for any other period prior to 1937. Today, we have approximately 
65 million workers in America, and I think it is safe to say that not 
one of them is earning the same wage he or his father earned in the 
years 1924-31. This test period was established in the original act 
according to the economic conditions, the cost of living, and the value 
of the dollar, as they existed at that time. None of these factors are 
the same today, and it is time we realize that fact and act accordingly. 

It is true that the passage of this bill would increase the cost of 
operation of the railroad retirement system. However, admitting that 
I am not an economic expert, I have never been able to understand the 
actuaries’ argument that the 1214 percent railroad retirement con- 
tribution will not finance railroad-retirement benefits when the total 
social-security tax is only 414 percent. The actuaries say that the 
present tax base and tax rate will not finance the provisions of H. R. 
880. Why I cannot accept that at face value is illustrated by the fol- 
lowing example: Let’s assume that a 20-year-old man went to work 
for a railroad in 1937. If he works continuously until he reaches the 
present retirement age of 65 for the full taxable base wage, he and 
his employer will have paid into the retirement fund a total of $23,625. 
If both this worker and his wife should live and receive $250 a month 
in retirement benefits, they would be 73 years old before they recap- 
tured the full amount that had been paid into the fund. (You will 
notice that this computation does not take into consideration the com- 
pound interest which this money would have earned had it been de- 
yosited in a savings account during the 45 years this man was working. ) 

ompare this example with the example of the retired social-security 
worker who often recaptures during the first 6 months of retirement 
more benefits than all of the taxes he paid into the social-security 
fund. 
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As if the railroad-retirement taxes were not already too high, there 
is now pending before this committee another bill, H. R. 4853, which 
would (1) increase the taxable base wage from $350 a month to $400 
a month and (2) increase the tax rate from 614 to 714 percent for 
a total of 15 percent on the employee and employer combined. For 
a worker earning $400 a month, this would mean a tax increase of 
$8.13 a month or $97.50 a year, and a similar increase for his employer, 
making a total increase of $195 a year. In the example cited above, 
this would mean a total increase in payments to the fund of $8,775. 

Mr. Chairman, I certainly want the railroad-retirement fund to be 
self-supporting, and I would not consciously do anything to jeopardize 
its solvency. However, I do not believe that another tax increase is 
necessary to make it self-supporting. Neither do I believe its solvency 
would be jeopardized by lowering the retirement age and installing 
the 5 best years’ rule. I hope this committee will give sympathetic 
consideration to my bill. 

Mr. Mack. We thank you for your two statements, Mr. Poff. 

Mr. Porr. Thank you, Mr. Chairman. 


Mr. Mack. We will now hear from Hon. LeRoy H. Anderson, of 
Montana. 


STATEMENT OF HON. LEROY H. ANDERSON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MONTANA 


Mr. Anpverson. On behalf of the many railroad men in my district, 
I desire to urge favorable consideration of the Harris bill, H. R. 4353, 
to amend the Railroad Retirement Act. 

This act has meant a great deal to the railroad people of this coun- 
try, providing, as it does, security in the years after they have left 
active railroad service. 

The railroad people in my district are urging legislation to increase 
the benefits under the act, as well as to liberalize other provisions in 
favor of the spouses and widows of retired railroad men. I believe the 
Harris bill accomplishes these objectives without in any way impair- 
ing the financial soundness of the railroad-retirement system. 

With the cost of living increasing day by day, it is only just that 
the Congress give serious consideration to increasing the incomes of 
the thousands of retired workers who are not receiving annuities. 

The Harris bill increases railroad-retirement benefits by 10 percent, 
reduces from 65 to 62 the age at which women employees may receive 
benefits, and permits the spouses of retired railroad workers to receive 
benefits at 62 under certain conditions. 

I am wholeheartedly in favor of this bill and urge that it be favora- 
bly reported by this committee. 

Mr. Mack. We thank you for your testimony, Mr. Anderson. 

Mr. Anperson. Thank you, Mr. Chairman. 


Mr. Mack. The next witness is our colleague from Virginia, Hon. 
W. Pat Jennings. 
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STATEMENT OF HON. W. PAT JENNINGS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Jennrines. Mr. Chairman, may I express my appreciation for 
the courtesy you have extended to me in providing the opportunity for 
expressing my support of H. R. 4353. 

ih thinking over the comments I wished to make on the proposals 
outlined in H. R. 4353, I decided to read some of the previous years’ 
hearings on railroad retirement legislation, and I found the same situ- 
ation exists today as in previous years: a definite and clear-cut need 
exists for a liberalized program. I believe it can be effected by this 
bill. 

I found, also, in my reading that the committee quite often receives 
considerable duplicate testimony from the many persons interested in 
seeing the Railroad Retirement Act improved. Therefore, I intend to 
make this statement very brief. 

H. R. 4353, generally, would increase annuities, pensions and lump 
sums by 10 percent and other provisions of the act would be improved ; 
would amend the Railroad Retirement Tax Act, to provide funds for 
these benefits, by changing the tax base from the present maximum of 
$350 per month to $400 and increase the tax rates on employers and 
employees from the present 614 percent to 744 percent; and increase 
benefits under the Railroad Unemployment Insurance Act. I know 
that you are familiar with the details of this proposed legislation, so 
I will not go into it further. 

I favor the provisions of H. R. 4353 and respectfully urge that it be 
favorably reported by this committee. 

Last year, in expressing my support of a bill to increase benefits 
under the Railroad Retirement Act, I stated that such support was 
hinged on the question of whether the retirement program would 
remain actuarially sound if the bill were enacted into law. The same 
holds true this year; we must safeguard the soundness of the program. 
It, is my understanding, after a study of the provisions of H. R. 4353 
and several analyses of these provisions, that the proposed tax in- 
creases would not only provide more liberal benefits but would :lso 
place the program on a much sounder financial basis. We are, there- 
fore, on safe ground in approving H. R. 4353 or a similar bill. 

Mr. Chairman, there is a demonstrated need for the legislation in 
question. It is adequately illustrated in the rising cost of living; in 
the letters Members of Congress receive each day asking for these 
improvements in the retirement and insurance programs; and in the 
support that has been presented to this committee. 

Without taking more of your time and repeating testimony that 
I’m sure has been presented in adequate measure, I reiterate my sup- 
port of this legislation and ask that you give every consideration to 
reporting it to the House as the next step in aiing these needed 
changes a reality. 

Mr. Mack. We appreciate your appearance and the information you 
have given the committee, Mr. Jennings. 

Mr. Jenntnos. Thank you, Mr. Chairman. 

Mr. Mack. We will now hear our colleague from Wyoming, Hon. 
Keith Thomson. 
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STATEMENT OF HON. KEITH THOMSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WYOMING 


Mr. Tuomson. Mr. Chairman and members of the committee, I wish 
to thank you for this opportunity to make a statement before your 
committee in connection with your consideration of H. R. 4353 and 
related bills pertaining to railroad retirement and unemployment in- 
surance, I would like to express my appreciation to the committee 
for the fact that it is considering this legislation at this early date. 
The importance of the legislation, in my opinion, fully justifies such 
action. 

I know that the committee will give very careful considerations to 
these proposals. 1 urge that the committee take favorable action to 
increase the payments. I think that this is more than indicated. I 
think that this is absolutely necessary if railroadmen are to be given 
the security contemplated all along. The increase in the cost of living 
makes such a necessity. 

I also believe that because of the inflation that has taken place, con- 
sideration should be given to increasing the amount that a person can 
earn and still qualify for benefits. 

The railroad employees are to be congratulated for their concern 
that this fund be kept financially and actuarilly sound. They should 
be supported in their efforts to do this. I know that the tax treatment 
to be given as far as payment into the funds is concerned is not before 
this committee. In fairness, though, I think we should all recognize 
the fact that these people are making sufficient contributions to keep 
their fund financially and actuarially sound and are entitled to fair 
tax treatment. I have consistently supported the principles of the 
Jenkins-Keogh bills and I believe that the same reasoning applies here 
as to exemptions for at least part of the money put into the retirement 
fund. 

I again thank you for this opportunity to present this statement. 

Mr. Mack. The committee appreciates your appearance, Mr. Thom- 
son. 

Mr. THomson. Thank you, Mr. Chairman. 

Mr. Mack. Without objection, we will insert at this point in the 
record a letter from Hon. Emanuel Celler, of New York; a letter from 
Hon. Katharine St. George, of New York, requesting that her testi- 
mony of June 2, 1954, be included in the record; and a letter from 
Hon. J. Floyd Breeding, of Kansas, transmitting correspondence from 
constituents. 

(The material referred to follows :) 

HOUSE OF REPRESENTATIVES, 

Washington, D. C., March 7, 1957. 

Hon. OREN HARRIS, 

Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: I appreciate this opportunity to submit this statement 
in support of my bill, H. R. 5731, increasing benefits under the Railroad Retire- 
ment and Railroad Unemployment Insurance Acts. 

The plight of our retired citizens living on fixed and often inadequate incomes, 
at a time when each month sees new rises in the cost of living, is tragically clear 
The problem of the unemployed has become similarly acute. It is the purpose 


90453—57 & 








108 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


of this bill to attack these problems in at least one area, that of the retired and 
unemployed railroad worker. The effect of this bili would be— 

1. To increase pensions, insurance lump-sum payments, and annuities by 
10 percent. 

2. To liberalize the work clause for disability annitants. 

3. To reduce the age requirement for annuities for women employees with 
less than 30 years of service from 65 to 62, but such annuity to be on a re- 
duced basis. , 

4. To reduce the age requirement for annuities for spouses from 65 to 
62, such annuity to be on a reduced basis. 

5. To authorize the payment of insurance lump sums up to a maximum 
$750, even if monthly survivor annuities are payable in the month of the 
employee’s death. 

6. To increase the maximum creditable monthly compensation from $350 
to $400. 

While these increases are most desirable, it is equally important to maintain 
the railroad retirement system on a sound financial basis. To that end, this 
bill provides for certain increases in the tax basis, in the tax rates on employers 
and employees, and for an increase with respect to compensation paid beginning 
January 1, 1970, conditioned upon increases in social security tax rates. (This 
conditional increase is to compensate the account for increased charges under 
the financial interchange arrangement. ) 

As to the problems of the unemployed railroad worker, this bill would increase 
the daily benefit rate from 50 to 60 percent, and the maximum from $8.50 to 
$10.20. It would increase from 7 to 10 the number of days for which unemploy- 
ment benefits may be paid in the first registration period. It would extend 
for a career railroad employee in the period during which he may receive benefits. 
Here, too, these increases would be offset by an increase in the contribution rate 
to a maximum of 4 percent, depending upon the balance in the railroad unem- 
ployment insurance account. 

Considering the number of people affected by these problems and the impor- 
tance of this legislation to them, I commend this bill to the consideration of your 
committee, and hope that it may be favorably received. 

With all good wishes, I am, 

Very sincerely yours, 


EMANUEL CELLER. 


House OF REPRESENTATIVES, 


Washington, D. C., March 5, 1957. 
Hon. Peter F. MAcK, Jr., 


Chairman, Subcommittee on Commerce and Finance, Committee on Inter- 
state and Foreign Commerce, House Office Building, Washington, D. C. 

DeaR Mr. CHAIRMAN: You have very kindly given me the opportunity to 
testify before your subcommittee on my bill, H. R. 2033. 

This bill is identical with H. R. 594 which I introduced in the 83d Congress, 
and H. R. 182, which I introduced in the 84th Congress. I testified on H. R. 594 
June 2, 1954, and the testimony appears on pages 45 and 46 of the published 
hearings on Bills to Amend the Railroad Retirement Act. 

I shall appreciate it very much if that testimony is incorporated in the hear- 
ings scheduled for March 11 as my statement favoring H. R. 2033. 

Very sincerely yours, 
KATHARINE St. GEORGE. 


(Mrs. St. George’s statement of June 2, 1954, is as follows:) 


STATEMENT OF HON. KATHARINE St. GEORGE, A REPRESENTATIVE IN CONGRESS 
FrRoM THE STATE OF NEW YorK 


Mrs. Sr. Georce. Mr. Chairman and gentlemen of the committee, thank you 
for this opportunity to appear before you in favor of my bill, H. R. 594. 

This bill is to provide that railroad employees may—and I stress the may— 
retire on a full annuity at the age of 60 or after serving 30 years; and to provide 
that such annuity for any month shall be not less than one-half of the individual’s 
average monthly compensation for the 5 years of highest earnings. 
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I have long felt that it was an injustice to compel railroad employees to wait 
until the age of 65, regardless of the length of service. It seems to me for a 
great many reasons that while we realize full well that many men, and women 
may I add, can give valuable service after theage of 60, yet they should be given 
the right of retirement at that age. 

I feel particularly strongly on that because in most legislation women are 
given the right to retire at the age of 60, and it therefore seems an injustice that 
male employees should be discriminated against. 

I do not know if any of you gentlemen have studied insurance statistics, but 
those statistics show that women have a better change of longevity than men. 
They show the average longevity of men to be 63 years, and of women 68 years ; 
and I have long been a believer in the saying that the female of the species is 
more deadly than the male. 

I also think for the good of the service it might be an excellent thing if some 
of the older employees might be permitted to retire at the age of 60, thus making 
room for the employment of younger people. 

I have discussed this bill with many of my railroad friends, and I find most of 
them are very strongly in favor of it. I therefore hope it may receive considera- 
tion by your committee, and I hope for its ultimate passage. 

I do not think there is anything more I can say. The bill is very simple, and 
it just takes up that one question. 


The CHAIRMAN. Thank you, Mrs. St. George. The next witness is Hon. Victor 
Wickersham. 


HOovUsE OF REPRESENTATIVES, 


Washington, D. C., March 11, 1957. 
Hon. OREN HARRIS, 


Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DeaR Mr. Harris: I am enclosing several letters from constituents relative to 
their views on H. R. 43853 and H. R. 4354. 


I would personally appreciate your including these letters as a part of the 
proceedings of the hearings. 
Thanking you in advance, and with all best wishes, I am 
Sincerely yours, 


J. Froyp Breeprne, M. C. 


3ROTHERHOOD OF RAILWAY AND STEAMSHIP CLERKS, 
FREIGHT HANDLERS, EXPRESS AND STATION EMPLOYEES, 
Loca LopGE No. 314, 


Hutchinson, Kans., March 4, 1957. 
Mr. FLoyp BREEDING, 


Kansas Representative, 
House Office Buiiding, Washington, D. C. 


Drak FLoyp: During the campaign I advised you that the railroad brother- 
hoods would be back this next session of Cengress to inerease the benefits of the 
Railroad Retirement Act and put it on a.seund basis at the same time. 

We are also asking for a tax exemption on what we pay into the retirement 
fund. As the railroads are exempt 52 percent on their taxes on retirement funds, 
we, the employees, feel that we are entitled to the same consideration on what we 
pay into the retirement fund. 


There are two bills in the House sponsored by members of our party which I 
hope you will see fit to support. 

When H. R. 4353 and H. R. 3665, Ways and Means, are brought to the floor for 
action, I hope that I might induce you to support them. 

I hope that Mr. Hartman Barber (national legislative representative of the 
Brotherhood of Railway Clerks) has called upon you and explained our position. 

How do you and the missis like Washington by now? 

We are getting a nice shower here today and sure helps the looks of things in 


our part of the country. It started last night sometime and has been sprinkling 
all day and it is all going in the ground. 


Now stay in there and pitch for what you think is right and our people will 
back you. 


Respectfully, 


GEO. V. KELLEY. 
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WELLINGTON, KANS., March 2, 1957. 
J. FLoyp BREEDING, 
Representative, House Office Building, 
Washington, D. C. 


Sm: Would appreciate it very much if you can give favorable consideration to 
bills H. R. 4353 or H. R. 4354, and H. R. 3665. 
Feel that this is necessary due to fact present railroad retirement benefits have 
fallen behind the cost of living. 
Yours, 
Wm. H. WALLER. 


WINFIELD, KaANns., March 2, 1957. 
Hon, FLoyp BREEDING. 


Kinp Sm: The last session of Congress, we railroad retired guys had a bill ask- 
ing for 15 percent increase in pension, but we only got 10 percent increase. They 
pinched out 5 percent. I must say your Myron George, Kansas, sponsored the 
bill and I am sure he did what he could for the bill. They all know I am a Demo- 
crat. I used to be Democratic committeeman in the east part of Cowley County. 
I think it’s time we get the House and Senate started after the 5 percent because 
it’s for sure we need the 5 percent, also we want to ask you for 10 percent in 
social security. 

I have 5 children and 3 grandchildren, all married and all paying railroad re- 
tirement or social security. I know they are getting plenty of money coming in 
to pay the increase. We retired folks have had increases in the past 10 years— 
increased to 100 percent. 

Yours truly, 


Oscar TOLMAN. 


Mr. Mack. I think that concludes the testimony here this morning. 

I do not believe that we have any other Members of Congress here 
to testify. 

The Cuarrman. Mr. Chairman, may I just suggest that there are 
some bills on which agency reports have not been received. I think 
it would be appropriate to include any other reports on any other 
bills that we may receive, so that they will be in the same place in the 
record and can be easily found. 

Mr. Mack. Yes. 

The Chair would like to include any other reports and have them 
inserted at an appropriate place in the record. 

The CuatrMan. I would like to say, Mr. Chairman, since the mem- 
bers of the Railroad Retirement Board are here, I am sure they would 
like to know the procedure on next Thursday. 

We will expect someone from the Railroad Retirement Board as the 
first witness on Thursday when we convene. 

Mr. Mack. Yes. I stated that we were opening up the hearings 
this morning to hear the Members of Congress, and we had planned 
to take up the bills on Thursday. 

Mr. Avery. Mr. Chairman, may I ask a question ? 

I have not had time to examine all the reports here. Included in 
these reports is there a comparative scale here on the benefits of the 
railroad retirement plan and other similar retirement plans? Have 
we had the benefit of those reports ¢ 

Mr. Mack. I have seen some personally. I do not know whether 
any of them have been submitted by the committee, or not. 

The Cuairman. I might say for the information of the committee, 
about a week ago I asked our staff to prepare such information for us, 
and it is in the process of preparation now and will be available for 
us on Thursday. 
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Mr. Avery. All right. 

The Cuarrman. In the meantime, I have asked the staff also to pre- 
pare for us a list of the bills, state what they will do very briefly, and 
then to provide the percent of payroll cost and the estimated millions 
of dollars per year for each bill. 

That information has already been prepared. 

I have a copy, myself, and I am sure you have a copy that you can 
make available to each member of the committee. 

Mr. Mack. We stand adjourned, subject to the call of the Chair. 

ee at 11:05 a. m., the subcommittee was recessed, to re- 
convene subject to call of the Chair. ) 
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RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


THURSDAY, MARCH 14, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to call, in room 1334, New House 
Office Building, Hon. Oren Harris (chairman) presiding. 

The CuHatrMan. The committee will come to order. 

Last Monday, the Subcommittee on Commerce and Finance began 
hearings on all pending bills to amend the Railroad Retirement Act, 
the Railroad Retirement Act and the Railroad Unemployment In- 
surance Act. : 

That session was called to permit Members of Congress who had 
introduced bills in the House of Representatives an opportunity to be 
heard and express their interest. 

We had a number of Members of the House of Representatives ap- 
pear before the committee at that time expressing their interest. 

In advising the committee of the introduction of various and sundry 
bills, I think it would be well for the record to state that this is the 
most important legislation that could be referred to as unfinished 
business from the last Congress. Most everyone who is familiar with 
the retirement program and the problems understands why. 

In an effort to give some relief to the retired employees of the rail- 
road industry in the last Congress, legislation was adopted granting 
generally a 10-percent increase but not as much as had been hoped 
for when the legislation was started. 

It was recognized at the time when the legislation was adopted 
that additional legislation would be necessary during the 85th ae. 
gress. If I remember correctly the committee promised the House 
that at this session, the railroad retirement program would be taken 
up again and reviewed again. 

One of the objectives that I have had uppermost in my mind in 
connection with the railroad retirement program, in the years that 
I have had some experience with the problem—which is also in the 
mind of every member of this committee, as well as the members of 
the Railroad Retirement Board; and the employees and the employee 
representatives themselves, is to have a good program that is financial- 
ly sound—and it must be maintained on a sound basis. 

There are many of us who would like to see increased benefits. 
There are many demands that have been made on this fund and on 
this program. We have them every day. Unfortunately, in my 
opinion, there are too many demands, that I fear, have not been given 
the consideration that they should have been given. 
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If all of the demands that are made on this committee were to be 
approved, the Railroad Retirement Account on which several hun- 
dred thousands of railroad retired employees and their families de- 
pend, would be completely bankrupt and destroyed. 

I make this statement because I think it is important. Every one 
of us who has anything to do with it, and the beneficiaries who are 
recipients of this fund, should pause and consider that the railroad 
retirement system is the best retirement system that has been de- 
vised. It provides greater benefits than any other system that I know. 
It is a system that has been dev eloped over a long period of years and 
in most instances worked out between representativ es of the railroad 
labor organizations and the railroad employers themselves. 

I want to caution that before we make too much demand— 
realizing the importance of this fund—lI think that those who are 
interested better see if they have the same feelings that most of us 
have that this fund must be maintained on a finane ially sound basis. 

We have, of course, many pending bills. They were noted for the 
record beginning Monday morning. 

The staff prepared a table grouping these bills according to certain 
categories. This table will be included in the record at this point. 
(The matter referred to follows:) 


. ° 
BILLS AMENDING RAILROAD RETIREMENT ACT AND RAILROAD UNEMPLOYMENT IN- 
SURANCE Act, PENDING BEFORE HousE COMMITTEE ON INTERSTATE AND FOREIGN 
COMMERCE, 85rH CONGRESS 


I. Fifteen identical bills, viz: 
. 4353 by Mr. Harris 
. 4354 by Mr. Wolverton 
4530 by Mr. Van Zandt 
4620 by Mr. Tollefson 
. 4817 by Mr. Perkins 
. 4914 by Mr. George 
. 4926 by Mr. Loser 
. 5057 by Mr. Rhodes of Pennsylvania 
. 5255 by Mr. Withrow 
. 53838 by Mr. Teller 
. 5456 by Mr. Blatnik 
= tone by Mr. Macdonald 
I. R. 5681 by Mr. Moore 
= R 5731 by Mr. Celler 
H. R. 5772 by Mr. Staggers 

Provide 10-percent increase in retirement and survivor benefits, including 
social security minimum amounts, and maximum amount on spouses annui- 
ties; increase limit on monthly taxable compensation to $400; provide insur- 
ance lump sum with respect to all insured deaths; liberalize disability work 
clause; provide reduced annuities te women employees and wives at age 62; 
provide an increase in tax rate on employer and employee alike from 6% percent 
to 7% percent, with additional taxes after 1969. Also provide liberalizations 
in Unemployment Insurance Act. 

Estimated cost of benefit provisions: Amendments to Railroad Retirement 
Act, $2.81 percent of payroll taxable up to $400 a month, or $162 million an- 
nually. Amendments to Railroad Unemployment Insurance Act, $100 million 
annually. 


ft NE ee ff ff 


BILLS LOWERING AGE OR SURVIVOR REQUIREMENTS FOR ANNUITY 


II. Five identical bills, viz: 
H. R. 880 by Mr. Poff 
H. R. 3755 by Mr. Cunningham of Iowa 
H. R. 3974 by Mr. Dorn of South Carolina 
H. R. 4312 by Mr. Vursell 

H. R. 4676 by Mr. Byrd 
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Provide retirement on a full annuity at age 60 with 30 years of service, or 
after 35 years of service, regardless of age; prior service to be computed on 5 
highest years of earnings; raise limit on creditable compensation to $350 a 
month retroactively. 
Estimated cost of benefit provisions: 2.25 percent of payroll, or $120 million 
annually. 
Ilj. Three identical bills, viz. : 
H. R. 2033 by Mrs. St. George 
H. R. 2166 by Mr. Powell 
H. R. 3115 by Mr. Van Zandt 
Provide retirement on a full annuity at age 60, or after 30 years of service 
regardless of age; such annuity shall not be less than half of the employe’s 
creditable monthly compensation during his 5 consecutive years of highest 
earnings. 
Estimated cost of benefit provisions: 3.75 percent of payroll, or $200 million 
annually. 
IV. Other bills lowering age or service requirements for retirement annuity: 
H. R. 2165 by Mr. Powell 
Provides retirement on a full annuity after 30 years of service, regardless of 
age; such annuity shall not be less than half of the employee’s creditable monthly 
compensation during his 5 years of highest earnings; raises taxable ceiling to 
$400 a month. 
Estimated cost of benefit provisions——3 percent of payroll, or $170 million 
annually. 
H. R. 3116 by Mr. Van Zandt 
Provides retirement on a full annuity at age 60 or after 35 years of service 
regardless of age; such annuity shall not be less than half of the employee’s 
creditable monthly compensation during his five years of highest earnings. 
Estimated cost of benefit provisions: 2.50 percent of payroll, or $130 million 
annually. 
H. R. 3545 by Mr. Zelenko 
Provides retirement on a full annuity at age 60 with 30 years of service; re- 
tirement on a reduced annuity at age 55 with 30 years of service; and for such 
retirements the annuity shall not be less than half of the employee’s average 
monthly compensation during his 5 years of highest earnings. 
Estimated cost of benefit provisions.—1.70 percent of payroll, or $90 million 
annually. 
H. R. 5022 by Mr. Hyde 
Provides for retirement on a full annuity after 40 years of service regardless 
of age; alternate method for computing “prior service”’. 
Estimated cost of benefit provisions.—0.3 percent of payroll, or $16 million 
annually. 
H. R. 4195 by Mr. Davis, of Georgia 
Provides for occupational disability retirement at age 50 with 10 years of 
service. 
Estimated cost of benefit provisions.—0.11 percent of payroll, or $6 million 
annually. 
V. Repealing dual benefit restrictions on spouses and survivor annuities : 
H. R, 1008 by Mr. Williams of Mississippi 
Estimated cost of benefit provision: 0.19 percent of payroll, or $10 million 
annually. 
VI. Repealing dual benefit restrictions on spouses : 
H. R. 3420 by Mr. Van Zandt 
Estimated cost of benefit provisions: 0.18 percent of payroll, or $10 million 
annually. 
VII. Repealing “last person” employer clause: 
H. R. 3421 by Mr. Van Zandt 
H. R. 3756 by Mr. Cunningham of Iowa 
H. R. 4523 by Mr. Poff 
Estimated cost of benefit provisions: 0.19 percent of payroll, or $10 million 
annually. 
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OTHER BILLS 


H. R. 583 by Mr. Celler 
H. R. 850 by Mr. O’Brien of New York 
H. R. 2164 by Mr. Powell 
These 3 bills are identical to H. R. 9065, 84th Congress, as introduced. Tech- 
nically, they provide for a 15-percent increase in benefits starting with the level 
of benefits existing prior to enactment of Public Law 1013, 84th Congress. Actu- 
ally, the increases provided for in these bills are approximately 5 percent. Bills 
also provide for increases in tax rate from 6% percent to 7% percent, and exempt 
employee’s retirement taxes from both withholding tax and taxable income. 
Estimated cost of benefit provisions: No cost furnished by Railroad Retire- 
ment Board. 
H. R. 3855 by Mr. O’Konski and H. R. 4677 by Mr. Byrd 
Increase retirement annuities and survivor benefits by 10 percent. 
Estimated cost of benefit provisions: 1.53 percent of payroll, or $81 million 
annually. 
H. R. 3422 by Mr. Van Zandt 
Increases widow’s benefits by 25 percent. 
Estimated cost of benefit provisions: 0.85 percent of payroll, or $45 million 
annually. 
H. R. 900 by Mr. Rabaut 
Refund of railroad retirement taxes upon termination of railroad employment, 
if less than 10 years. 
Estimated cost of benefit provisions: Negligible. 
H. R, 2233 by Mr. O’Konski 
Average monthly compensation would be based on 5 highest years of earnings 
up to $350 per month ; repeals dual benefit restriction on spouses annuities. 
Estimated cost of benefit provisions: 1.83 percent of payroll, or $97 million 
annually. 
H. R. 4187 by Mr. Burdick 
Minimum annuities not to be affected by entitlement to social security benefits. 
Estimated cost of benefit provisions: Negligible. 
H. R. 4194 by Mr. Davis of Georgia 
Repeals all restrictions on payment of dual benefits to spouses and would allow 
survivor benefits under both the Railroad Retirement and Social Security Acts 
on basis of same employee’s earnings. 
Estimated cost of benefit provisions: 0.65 percent of payroll, or $34 million 
annually. 
H. R. 4760 by Mr. Cole 
Grants completely insured status to individuals whose annuities began to 
accrue in 1948. 
Estimated cost of benefit provisions: Negligible. 
H. R. 5803 by Mr. Bennett of Florida 
Provides for retirement on a full annuity at age 60 after 30 years of service, or 
after 35 years of service, regardless of age, at an annuity of not less than half of 
the employee’s monthly compensation during his 5 years of highest earnings; 
reduces eligibility age for spouse’s benefit from 65 to 60 years; amends pro- 
vision for crediting prior service; increases annuities, pensions and survivor 
benefits by various amounts, repeals the dual benefit restriction on spouses an- 
nuities and provides that a widow may be eligible for a survivor benefit under 
the Railroad Retirement Act and under the Social Security Act. 


The Cuatrman. The Office of Directive Research of the Railroad 
Retirement Board has prepared a convenient summary of these bills 
showing the principal provisions and the cost of benefits which, with- 
out objection, will be inserted in the record at this point. 

I think it will be very helpful to the members. 

(The document referred to is as follows:) 
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Principal provisions and level .costs.of bills to amend the Railroad Retirement, 
Railroad Retirement Tax, and Railroad Unemployment Insurance Acts pending 
before the House of Representatives, 85th Cong., as of Mar. 5, 1957 


Bill 





H. R. 583, by Mr. Celler_._-- 


H. R. 850, by Mr. O’Brien of 
New York. 
H. R. 880, by Mr. Poff 


H. R. 900, by Mr. Rabaut_. 


H. R. 1008, by Mr. Williams 
of Mississippi. 


H, R. 2033, by Mrs. St. George. | 


H. R. 2164, by Mr. Powell... 
H. R. 2165, by Mr. Powell_.-. 


H. R, 2166, by Mr. Powell. 
H. R. 2233, by Mr. O’Konski 


H.R.3115, by Mr. Van Zandt. 
H. R. 3116, by Mr. Van Zandt- 


H. R. 3117, by Mr. Van Zandt_| 
H. R. 3118, by Mr. Van Zanat.| 


H. R. 3420, by Mr. Van Zandt. 
H. R. 3421, by Mr. Van Zandt 
H. R. 3422, by Mr. Van Zandt 


H. R. 3545, by Mr. Zelenko--- 


H. R. 3665, by Mr. McCarthy. 


H. R. 3755, by Mr. Cunning- 
ham of Iowa. 

H. R. 3756, by Mr. Cunning- 
ham of Iowa. 





Principal provisions 


Virtually identical to H. R. 9065, 84th|Cong., which | No cost furnished. 


was, passed in medified form and enacted as Pub- 
lic Law 1013. 
Virtually same as H. R. 583. 


(a) Full retirement annuities at age 60 with 30 years 
of service, or after 35 years of service regardless 
of age. 


| (b) Replaces the 1924-31 base period for determin- 


ing the prior service average monthly compen- 
sation by the 5 years of highest earnings before 


1937. 
(c) Raises the limit on creditable compensation to 


$350 a month retroactively. 


Employee with less than 10 years of service may 


elect to receive a refund of his retirement taxes 
with 6 percent interest. Service for which a 
refund had been made would not be creditable 
under either the Railroad Retirement or Social 
Security Acts. 
Repeals the dual-benefit ‘restriction on spouses’ 
annuities retroactively to Oct. 31, 1951. 
(a) Full retirement annuities at age 60 or after 30 
years of service regardless of age. 
(6) Adds a minimum for annuitants retiring under 
(a) in the amount of % the average monthly 
compensation. 


| Identical to H. R. 850. 


(a) Full retirement annuities after 30 years of onde | 
regardless of age. 

(6) Adds a new minimum for individuals with 30 | 
years of service in the amount of % of their 
earnings in the 5 highest years. 

(c) Raises the taxable ceiling to $400 amonth. 

Identical to H: R. 2033. 

(a) Average monthly compensation would be based 
on ~4 5 highest years of earnings up to $350 a 
month. 


| (0) Repeals the dual-benefit restriction on spouses’ 


annuities. 

Identical to H. R. 2033. 

(a) Fullannuitiesat age 60or after 35 years of service 
regardless of age. 

(6) Adds a new minimum for individuals retiring 
under (a) in the amount of 4 their earnings in 
5 highest years. 

Repeals the dual-benefit restriction on spouses’ 
annuities. 

(a) Repeals requirements for relinquishment of 
rights and cessation of work for an employer 
other than a railroad. 

(b) Permits work after retirement for last employer 
if not a railroad. 

Identical to H. R. 3117. 

Identical to H. R. 3118. 

Increases widows’ benefits by 25 percent including 
those computed as social security minimums. 

(a) Full annuities at age 60 with 30 years of service__ 

(6) Reduced annuities at age 55 with 30 years of 
service. 


| (c) Adds a new minimum, for employees with 30 


years of service in the amount of'}4 the average 
monthly earnings in the 5 highest years. 
Excludes railroad retirement taxes paid by the em- 
ployee from his gross income for purposes of the 
Federal income tax. 
Identical to H. R. 880. 


Identical to H. R. 3118. 


See footnotes at end of table. 


Estimated addi- 
tional level cost ! 





Percent | Millions 
of per year 


2. 25 $120 





Additional cost 
largely offset by 
financial inter- 
change. 2 

.19 10 
3.75 200 
33.00 $170 
1.83 97 
2. 50 | 130 
.18 10 
.19 10 
19 10 

. 85 45 
1.70 | 90 





Does not effect 
actuarial costs 
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Principal provisions and level costs of bills to amend the Railroad Retirement, 
Railroad Retirement Taz, and Railroad Unemployment Insurance Acts pending 
oepeey the House of Representatives, 85th Cong., as of Mar. 5, ihancnllionpamenennaes 





Estimated addi- 
tional level cost ! 





Bill Principal provisions j 
Percent | Millions 


of per year 
payroll 


H. R. 3855, Mr. O’Konski__..} Increases retirementand survivor benefits computed 
| under the railroad retirement formulas by 10 per- 
cent. Does not increase the maximum on spouses’ 
annuities, the amount of the social security mini- 
mum or the‘‘monthly compensation” minimum. 
H. R. 3974, by Mr. Dorn of | Identical to H. R. 880. 
South Carolina. 
H. R. 4101, by Mr. ete) Combines the provisions of H. R. 4353 and H. R. 


3665. 
H. R. 4102, by Mr. Wolver- | Identical to H. R. 4101. 





lated on compensation alone, and benefits payable | balanced by sav- 


directly by social security would be disregarded in 


' 
| 
| 
| 
ton. | 
H. R. 4187, by Mr. Burdick Social security minimum amounts would be calcu- Additional costs 
ings in reduced 


their oa. Some benefits would be in- benefits 2 
| creased while others would be decreased. | 
H. R. 4194, by Mr. Davis of | (@) Repeals the dual-benefit restriction on spouses’ . 65 | $34 


Georgia. annuities. 
(6) Allows survivor benefits under both the Rail- 
road Retirement and Social Security Acts on | 
the basis of the same employee’s earnings. | 

H. R. 4195, by Mr. Davis of | Allows employees age 50 with 10 but less than 20 | 

Georgia. years of service to qualify fof an occupational dis- | 
ability annuity. | 

H. R. 4312, by Mr. Vursell Identical to H. R. 880. | 

H. R. 4353, by M. Harris._.._| 1. Railroad retirement system: 

(a) Increases retirement and survivor bene- 
fits by approximately 10 percent includ- 
ing social] security minimum amounts | 
and the maximum on spouses’ an- 
nuities. 

(6) Inereases limit on monthly compensation 
to 


1} 6 





(¢) Provides insurance lump-sum with re- 
spect to all insured deaths. 

(d) Liberalizes the disability work clause, 
provides reduced annuities to women | | 
employees and wives at age 62, and | 
increases the factor for the residual | 
benefit. | 

(e) Increases the combined rate of retirement 
taxes by 24 percentage points and 
provides additional taxes after 1969 at a 
combined rate equa] to the excess of the 

} then effective social security rates over 

| 54% percent. | 

| Effect of amendments: | 

j Additional level cost 3___ _. . 81 

Additional level revenue 3. _. | 5. 42 

| Level costs of system as would be 

| amended by bill: | 

Net level cost ¢___. _- 17. 32 

Level future taxes__ _-_- cal 16. 95 

2. Railroad unemployment insurance system: 

| (a) Increases benefit schedule for unemploy- 
ment benefits. 

(6) Extends’ benefit’ duration for' employees | 
with 5 or more years of service under 
specified conditions. 

(c) Sundays and holidays to be treated as 
other days for benefit purposes. 

(d@) Minimum qualifying compensation in | 
the base year increased to $500. 

| (e) Increases compensation base for both | 

benefit and tax purposes to $400 a 
month. | 

(f) Revises tax schedule with a maximum | 
rate of 4 percent. | 

Net level cost of program 3- | 243 
Maximum tax rate 3... _- | 230 


to 








S8 


See footnotes at end of table. 
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Principal provisions and level costs of bills to amend the Railroad Retirement, 
Railroad Retirement Taz, and Railroad Unemployment Insurance Acts pending 


before the House of Representatives, 85th Cong., as of Mar. 5, 1957—Continued 











Estimated addi- 
tional level cost ! 
Bill | Principal provisions | 
Percent Millions 
| of | per year 
payroll | 
— —|{— ee aren enmenpecete 
H. R. 4354 by Mr. Wolverton.| Identical to H. R. 4353. 
H. R. 4523 by Mr. Poff__..___| Identical to H. R. 3118. 
H. R. 4530 by Mr. Van Zandt_| Identical to H. R. 4353. | 
H. R. 4531 by Mr. Van Zandt_| Identical to H. R. 3665. 
H. R. 4620 by Mr. Tollefson..| Identical to H. R. 4353. 
H. R. 4676 by Mr. Byrd___--..| Identical to H. R. 880. 
H. R. 4677 by Mr. Byrd-_-_---- | Identical to H. R. 3855. 
H. R. 4760 by Mr. Cole. | Grants completely insured status to individuals Negiigible 
whose annuities began to accrue in 1948. 
H. R. 4817 by Mr. Perkins_-. Identical to H. R. 4353. 
H. R. 4914 by Mr. a2 on a Identical to H. R. 4353. 
H. R. 4926 by Mr. Loser -- | Identical to H. R. 4353. 
H. R. 5022 by Mr. Hyde___-_- ‘sl (a) Full retirement annuities to individuals with 40 
years of service regardless of age. 
(>) Average prior service compensation to be based 30 $16 


on either the 1924-31 base period or 1940-47 

earnings, whichever of the 2 would give a 

higher average. 

H. R. 5057 by Mr. Rhodes of | Identical to H. R. 4353. 
Pennsylvania. 

H. R. 5255 by Mr. Withrow_. 


Identical to H. R. 4353. 
H. R. 5338 by Mr. Teller - | | 


Identical to H. R. 4353. 








! Unless indicated otherwise, cost Seened relate toa naa with a $350 limit on monthly dipndemnsttien. 
2 Board objects to bill for reasons other than additional costs. 

3 Relates to a payroll with a $400 limit on monthly compensation. 

4 After allowing for funds on hand and estimated gains from financial interchange. 


Source: Office of Chief Actuary, Office of Director of Research, U. S. Railroad Retirement Board, Mar, 
5, 1957. 


The Cuarrman. I would suggest, Mr. Clerk, that a copy be made 
available to each member, if they do not have it, because it will be 
helpful during the course of the hearings to refer to it. 

I have additional information here which I think will be helpful 
that will be included in the record at this point without objection. 

(The matter referred to is as follows :) 
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The Cuarrman. Mr. O’Hara has a statement. 

Mr. O’Hara. Mr. Chairman, if you will yield to me. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. I want to say that I fully concur in the statement 
which has just been made by our chairman. 

I know the sincerity which he and the other members of the com- 
mittee have in the problem of our railroad employees and our retired 
railroad employees. 

Let me say that over the years each of us on the committee has 
had a keen sympathetic desire and interest in the problems which we 
have constantly had before us. 

In addition to the witnesses that appear before us in the committee, 

each of us in our respective communities, among our friends, these 
railroad employees and retired railroad employees, and we know the 
conditions under which they live, particularly those in the retirement 
system, and the problems with which they are confronted. As I have 
commented before, the Congress is more or less—and this committee— 
is more or less trustees of the fund and the legislation that affects the 
fund. 

Money is paid in by the employees and the employers in the fund 
constantly, and it has been my effort, and I know the effort of this 
committee, to deal with the problem of the soundness of this fund so 
that we do not reach a point of an unsound fund. 

Mr. Chairman, I am personally grateful for the additional informa- 
tion which the chairman and the staff of the committee have before us 
in contemplation of this problem, and the comparisons for example 
with social-security benefits. 

Thank you, Mr. Chairman. 

The CuatrMan. I have here a report from the Treasury Department 
on H. R. 4353 and other bills which will go into the record. 

(The above report appears in the record as follows:) 

TREASURY DEPARTMENT, 
Washington, D. C., March 13, 1957. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

My Dear Mr. CHAIRMAN: This is in reference to your request for the Treasury 
Department’s views on H. R. 4353 and the other bills pending before your com- 
mittee to amend the Railroad Retirement Act of 1937 to provide increases in 
benefits and for other purposes. 

This Department is primarily concerned with section 5 of the three bills, H. R. 
583, H. R. 850 and H. R. 2164, which would exclude employees’ contributions to 
the railroad retirement program from taxable income and for purposes of income- 
tax withholding. Such exclusions are not permitted under present law. After 
the increase in the rate of contributions provided under the more recent version 
of the bills under consideration, the exclusion would amount to 744 percent of the 
covered employee’s wages. 

Although the proposed legislation would increase both employer and employee 
contributions from 64 to 744 percent of covered wages and would increase the 
maximum annual earnings on which tax is imposed from $4,200 to $4,800 to pay 
for increases in benefits, the combined income and retirement taxes paid by many 
covered workers would actually be reduced. Their take-home pay after taxes, 
in other words, would be increased because the higher retirement contributions 
would be more than offset by the reduction in income taxes resulting from the 
exclusion of retirement contributions. Calculated at the 20-percent income-tax 
rate (and disregarding its effect on the amount of the standard deduction) this 
would occur in all cases where annual covered wages amount to less than $4.375. 

In the case of a worker with $4,200 of annual earnings, for example, a $52.50 in- 
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crease in retirement contributions would be more than offset by a $63 reduction 
in income tax. Thus, the effect of the provision to exclude retirement contri- 
butions from taxable income is to shift to the Federal Government and, thus, to 
other taxpayers, the bulk of the employee’s share of the cost of the proposed in- 
erease in benefits. In view of the heavy tax burdens which the American people 
as a whole are being asked to bear at this time, the Treasury Department sees 
no basis for singling out any one group for more favorable tax treatment than is 
available to employees generally. 

The income tax exclusion of railroad employees’ retirement contributions would 
have far-reaching implications for the income-tax system. These contributions 
are a form of savings for retirement and for other contingencies. If the savings 
of railroad employees were excluded from taxable income, other groups could 
reasonably be expected to demand the comparable exclusion of their savings for 
retirement, including contributions to the OASI program, private pension plans 
and annuities. 

Present law already gives considerable benefits to people covered by the rail- 
road retirement system by completely excluding all railroad retirement benefits 
from taxable income. Unlike private pension plans and annuities, and proposals 
for the special treatment of the private retirement plans of the self-employed, 
present law excludes not only the part of the railroad retirement benefits repre- 
senting the employee’s contributions but also the part representing the employer’s 
contributions and accumulated interest. If the employee’s contributions were 
also excluded, as proposed, the income they represent would not be taxed at any 
time. This would clearly discriminate against other taxpayers including self- 
employed people who are not eligible for any of the tax advantages received by 
employees under employer-financed pension plans and who save for retirement 
out of income that has been subjected to income tax. 

The exclusion of contributions to retirement plans from taxable income would 
result in very substantial revenue losses. At current earnings levels and the 
proposed contribution rates, the exclusion of railroad retirement contributions 
alone would involve an annual revenue loss of about $75 million. If present 
employees’ contributions to the social-security fund and to Federal, State, and 
local employees’ retirement plans were also excluded, the annual cost woud be 
increased by an additional $1 billion. The revenue cost of granting all indi- 
viduals an exclusion of 7% percent of income up to $4,800, provided this per- 
centage of income were saved for retirement, could involve an aggregate yearly 
revenue loss of about $3 billion. 

In view of these compelling considerations, the Treasury Department is 
strongly opposed to the exclusion of employee contributions from gross income 
for purposes of the employee’s income tax and its withholding at the source. 

The Director, Bureau of the Budget, has advised the Treasury Department that 
there is no objection to the presentation of this report. 

Sincerely yours, 
Dan TurRoop Smirn, 
Deputy to the Secretary. 
Mr. Avery. Mr. Chairman. 

The CHatrman. Mr. Avery. 

Mr. Avery. You may recall my questions the other day referring to 
this comparison that has been prepared by the staff. I see this table 
has only made comparison with social security. 

Is it your intention that the staff should go a little further than that 
on a comparison of the railroad retirement program, or is social se- 
curity going to be taken as the only comparison ? 

The Cuatrman. Well, thus far we did not have a further compari- 
son. We did get a great deal of assistance from that. 

Mr. Avery. I was thinking more in terms of substantial corpora- 
tions. It seems to me that it would be more valuable to have a com- 
parison with other retirement progams than it would to have a com- 
parison with the social security. I am not at all familiar with retire- 
ment programs. 


The Crairrman. It would be very difficult for our staff to seek out 
the various pension plans of corporations and try to analyze them and 
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compare them, because there are so many different kinds. I imagine, 
however, that during the course of these hearings, we might develop 
some of that information. 

Mr. Schreiber is here and will be available, and I am sure he has 

iven a lot of study to the various types of retirement plans, not only 
in Government but in business too. We will try to develop as much of 
it as we can. 

One of our colleagues who could not be here on Monday is present 
with us this morning and would like to have a few minutes. Of course 
our colleagues in the House always come first. 

Mr. Perkins has shown his interest in the problems of the railroad 
employees over many years. He comes from the great State of Ken- 
tucky where he has a lot of active and retired railroad employees, 

Mr. Perkins, we are glad to have you here and to hear you at this 
time. 





| 
| 


STATEMENT OF HON. CARL D. PERKINS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 


Mr. Perxrys. Mr, Chairman and members of the committee, I ap- 
preciate very much your courtesy in permitting me to appear before 
you in support of my bill, H. R. 4817. This proposal to amend the 
Railroad Retirement and Unemployment Insurance Act is identical 
to the bills introduced by the distinguished chairman of your com- 
mittee, Mr. Harris of Arkansas, and my friend from New Jersey, 
the ranking minority member, Mr. Wolverton. 

I am proud to associate myself with these respected leaders of your 
committee in their efforts to improve the railroad retirement and un- 
employment insurance systems. I doubt if there is anyone in Con- 
gress who has worked harder and accomplished more for the rail- | 
road employees than have Mr. Harris and Mr. Wolverton. I know | 
that the measure which they have introduced and which I am support- | 
ing has received their most exhaustive study. ' 
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I am sure this bill is the best possible approach to the problems 
that we now face when all the facts are taken into consideration. 

As every member of your committee knows, the problems of railroad | 
retirement have always been one of the major items of congressional | 
mail. Year in and year out we receive a constant influx of mail | 
regarding these matters. For this reason I believe there is wider con- | 
tinuing interest in the railroad retirement system among those affected 
than in any other subject that we have to deal with. 

The objective of the bill I am supporting is to improve benefits under 
the railroad retirement system. The 10-percent increase included 
in the present measure along with the 10 percent the Congress allowed 
last year will compensate in some small degree for the frightening | 
increases in the cost of living which continue to beset us. I am in-| 
formed that the last monthly BLS index of the Department of Labor | 
indicates that the present cost of living is at an alltime high. | 

There is also a great need for the improvement in the Railroad | 
Unemployment Insurance Act contained in the bill I am discussing. | 
Now, gentlemen, I want to make it perfectly clear that I am not an} 
expert in the field of railroad retirement and unemployment insurance. | 

I sincerely doubt that very many Members of Congress can take 
the time necessary to study all of the intricate technical] details of! 
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this system in arriving at our decisions. It is for this reason that I 
rely greatly upon the wisdom and experience of your chairman and 
ranking minority member. They are widely known through the 
House as experts in this field. 

I think it highly significant that the Railway Labor Executives’ 
Association on behalf of every railroad labor organization is sup- 
porting this legislation. These railroad brotherhoods have a long- 
established reputation for integrity and responsibility. They do not 
lightly endorse changes in this Retirement Act. It ee been my ex- 
perience that every time the brotherhoods have sought or recom- 
mended changes in their Retirement Act they have done so in a most 
careful manner. I am told by my friends in the brotherhoods that 
they have very carefully studied the bill we are now considering and 
that they are in wholehearted support of the legislation. 

I would like to include in my remarks some of the reasons given 
by railroad pensioners themselves in their own words, as to why such 
legislation is needed. They are living on meager incomes at a time 
when living costs have reached unprecedented heights. 

A letter which I recently received from a widow of Olive Hill, Ky., 
describes this situation better than I can do. She received no increase 
in her $54.60 pension in the 1956 amendments. She wrote me on Jan- 
uary 5, 1957: 

Iam a widow. My husband passed away 3 years ago in June. He was a tele- 
graphic operator of the C. & O. railroad for 34 years and in 1949, at the age of 
52, suffered a cerebral hemorrhage and was never able to return to work. Then 
in 1954 he passed away leaving me with 6 fine children—all married but one. 
I sent three to college. I do own my home but taxes, insurance, fuel, and high 
cost of living makes it very hard on me and I am 63 years old. I try to paper 
for some people. It is very hard on me at the age of 63 to do that kind of work. 
It sure is tough going on such a small pension. 

I believe that the Members of this committee, and the Congress of 
the United States will agree that it must be “tough going” for any 
widow on a pension payment of $54.60 per month. The provisions 
of the bill which provide a 10 percent increase for these people, mostly 
widows, who did not qualify for any increase under the 1956 amend- 
ments are, to my mind, one of the most compelling reasons for enact- 
ing this legislation as speedily as possible. 

would like to present another typical testimonial as to the need for 
this legislation—again directly from the point of view of the people 
who will be affected by the bill. A gentleman from Russell, Ky., de- 
scribes the kind of situation this bill will help to remedy. He writes: 

I am an employee of the C. & O. Railroad Co. for the past 34 years. I am em- 
ployed here at Russell as a machinist, my age 65 and my wife 60 years of age. 
We had had quite a little sickness in our family over the past number of years, 
therefore we could not lay away for our security in our pension years. So with 
what small savings we have been able to save and in addition to the railroad 
retirement benefits that I would receive upon my retirement would not be suf- 
ficient for us to get along, but if Congress may change the Railroad Retirement 
Act law to the same as the widow for the wife at the age of 60 years, instead 
of at present, I feel satisfied that this change in the law would be highly ap- 
preciated by a great number of railroad employees, including myself. 

The bill you are considering takes a step in the direction of meet- 
ing the type of family situation which the gentleman describes. By 
raising the maximum on the spouse’s annuity from $54.30 to $59.73 
it makes possible an increase in the total family income for a retired 
man and his wife. 











128 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


Moreover, it will make women railroad workers and the wives of re- 
tired workers entitled to the same option to apply for reduced bene- 
fits at age 62 as such women now have under social security. I would 
like to see the eligibility age lowered to age 60, instead of only to 
age 62. 

We know that the steady increases in the cost of living which have 
occurred in the last 6 months cause perhaps the greatest hardship to 
men and women who are living on retirement incomes. We know, too, 
that these people usually have greater need for medical care, because 
of advancing years, and that medical costs have been increasing at a 
more rapid rate than almost any other item in the family budget. 

The Harris bill also revises the “all or nothing” income limitation 
for disability annuitants so that they can earn $1,200 a year before 
any benefit loss would be incurred. Present law cancels benefits for 
any month in which they earn $100 or more. 

To maintain the railroad retirement system’s trust fund, the bill 
also provides an increase in the tax rate of 114 percent and in the tax 
base of $50 per month. This will insure that the new benefits pro- 
vided are soundly financed and that some of the deficiencies in the 
retirement fund in recent vears will be eliminated. 

Finally, I am strongly in favor of this proposal because it makes 
substantial improvements in the unemployment insurance system of 
the railroad industry, so protecting the rights of younger workers 
who are unemploye »d, or unable to work because of a serious illness or 
injury. 

Present rates, which are based on a benefit schedule of from $3.50 to 
$8.50 a day, would be increased to provide a range of from $4.50 to 
$10.20 a day. The bill would also increase the minimum rate guaran- 
tee from 50 to 60 percent of the worker's daily compensation on his 
last job in a “base year” 

Mr. Chairman, I am glad to support this legislation both because 
I believe it is long overdue and because I am convinced that it will 
make some very important improvements in the railroad retirement 
and unemployment insurance systems. 

We deferred action on many of these proposals, in enacting the 1956 
amendments, on the ground that they required further consideration. 
They have received that consideration. We owe it to the railroad peo- 
ple, I am sure, to act now with promptness and dispatch so that they 
can become entitled to the higher benefits they now need so desperately. 

Thank you, Mr. Chairman. 

The Coarman. Thank you, Mr. Perkins. 

The CuarrmMan. The Honorable Howard W. Habermeyer, Chair- 
man of the Railroad Retirement Board is here with us this morning, 
and the Honorable Horace W. Harper, and the Honorable Thomas M. 
Healy, and members of the Board’s staff are also present. 

We are very glad to welcome the members of the Board and their 
staff here this morning on this program. 

Do I understand Mr. Haber meyer that you will speak for the Board? 


STATEMENT OF HON. HOWARD W. HABERMEYER, CHAIRMAN, 
RAILROAD RETIREMENT BOARD 


Mr. HasermMeyer. I will speak for myself. I think the other two 
members have views that they would like to express themselves. 
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The CuarrMan. Very well. 

Mr. Hasermeyer. The Board, of course, has filed reports with re- 
spect to all of the bills you mentioned earlier, and I understand our 
reports will be made a part of the record of these hearings. 

The Cuarrman. Your reports have already been incorporated in 
the record as a part of the hearings. + 

Mr. Hasermeyer. Thank you, sir. 


Without taking up too much of you gentlemen’s time, I would like to 
say first that in all 


The CuairMan. Pardon me; do you have a prepared statement you 
wish to present ? 

Mr. Hasermeyer. No, sir. 

The CHartrman. It is usually customary to have prepared state- 
ments so that the members of the committee may have them as you 
present them. 


Mr. Hapsermeyer. I filed my views as a part of the report that the 
Board submitted. 

The Cuatrman. Then, your statement now will be a supplement to 
the report that you filed at that time ? 

Mr. Hapermeyer. Yes, sir. 

The Cuarrman. We all have copies of your report. 

Mr. Hasermeyer. Of the bills under consideration, the Board has 
unanimously opposed all of the bills on which we reported, except 
4353 and 4354. 

The main reasons for the Board’s opposition to the other bills were 
that the bills themselves generally provided increases in benefits, or 
removal of restrictions that we now have in the Railroad Retirement 
Act, both of which would cost more money, and the system is in the 
sorry position at the present time of being underfinanced to the tune 
of about 3.20 percent of level payrolls. 

The Cratrman. In order that we may have a clear picture, Mr. 
Chairman, do I understand that you have a report on the bills that 
are pending before this committee in which the Board takes the posi- 
tion in opposition to all the bills with the exception of 4353 and 4354, 
and other bills, identical thereto? 

Mr. HaserMeyrer. Yes, sir. 

The Cnarrman. And all of the rest of the bills introduced by the 
various Members are opposed by the Board ? 

Mr. Haprrmeyer. Yes, sir. 

The CHarrman. Are those the unanimous reports of the Board ? 

Mr. Hapsermeyer. That is the unanimous report on each of those 
bills. 

The Cxarrman. All right. 

Mr. Hapermeyer. As | say, for the reason that generally speaking 
the bills would increase costs under the railroad retirement system 
and this system is underfinanced at the present time to the tune of 3.20 
percent of level payroll or $170 million a year. 

Last year, when the Congress 

The CuairMan. Now, you say that when the bills pending before 
the committee then could cost the fund $170 million ? 

Mr. Hapermeyer. No, sir; the fund is already underfinanced $170 
million a year on level-cost basis, about 3.2 percent of the payroll; and 
the bills that we are opposed to would add to that deficiency. 
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The Cuarrman. How much? 

Mr. Hasermeyer. They vary. . For example, H. R. 8080 would add 
to the deficit 2.25 percent of level payroll or $120-million a year, mak- 
ing a deficit then of 5.45 percent or $290 million a year. 

H. R. 1008 would increase the deficit 0.19 or $10 million a year, 
making a total deficit of 3.39 ; $180 million a year total. 

The Cuarrman. We have that before us.. That information is in 
the record. So you need not take the time to read it. 

Mr. Hasermerer. Last year when the Congress approved the 10 
percent 

The Cuatrman. Since you are not reading a prepared statement, in 
order that we may keep all that information up to date, I am going 
to interrupt you just a moment. 

Mr. Hapermeyer. Yes, sir. 

The Cuarmmnay. Is it true that practically all of the other bills pro- 
pose increased benefits without providing any way to take care of the 
cost 

Mr. Haspermeyer. Yes, sir. 

The Cuarrman. You have had an an opportunity to go over them? 

Mr. Haspermeyer. Yes, sir. 

The Cuarrman. And there are some 40 bills pending which propose 
various increases in benefits. can you say for the record whether or not 
any of the pending bills provide for any methods whatsoever to pay 
for the increased benefits proposed and to catch up with the deficit now 
existing ? 

Mr. Hasermeyer. They do not provide for additonal financing or 
the elimination of the present deficit; that is right, sir. 

Last year, when the Congress approved the 10 percent increase that 
was granted, the President of the United States in signing the bill 
called attention to the fact that this was putting the railroad retire- 
ment fund in a precarious position and requested that the Congress at 
its earliest opportunity this year, do something to remedy that situa- 
tion. 

I think that the first order of business is to take care of the present 
deficit that exists in the railroad retirement system. 

Now, with respect to H. R. 4353 and H. R, 4354 and identical bills, 
the financing necessary to eliminate the deficit that we presently have 
in this system would be taken care of, as well as the additional financ- 
ing to cover the liberalizations provided by the bills. 

Mr. O’Hara. Mr. Chairman, will the gentleman permit me to ask 
a question to clarify one thing ? 

The CHarrman. Mr. O’Hara. 

Mr. O’Hara. Does the gentleman mean that H. R. 4353 and similar 
bills would take up this $170 million yearly deficit that exists? 

Mr. Hapermeyer. Yes, sir. And in addition provide the funds 
necessary to pay for the liberalization included in those bills. 

The actuary of the Board reports that if 4353 and 4354, identical 
bills, were enacted 

Mr. Hare. Mr. Habermeyer. 

Mr. Hapermeyer. Yes, sir. 

Mr, Hatz. Did I understand you to say that 4354 and 4353 are the 
bills in which you are primarily interested ? 

Mr. Hapermeyrer. They are the bills which the Board has not unani- 
mously opposed ; yes, sir. 
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Mr. Hare. You mean that the Board is unanimously opposed to all 
of the other bills ? 

Mr. Hapermeyer. Yes. 

Mr. Hatz. That simplifies our situation. 

Mr. Hasermeyer. Yes, sir. 

The Cuarreman. Well, to put it another way, has the Board unani- 
mously approved this bill ¢ 

Mr. Hapermeyer. No, sir. 

The other two members will speak for themselves on H. R. 4353 and 
H. 8. 4354 and I am here presenting my views, 

Mr. Hae. The Board is not distinguished for unanimity on any 

oint ? 

Mr. Hasermeyer. Yes, sir. Yes, we are unanimously opposed to the 
other bills. 

The Cuarrmman. Now, let us have your views on this bill. 

Mr. Hasermeyer. Yes, sir, As I was saying, it does provide the 
financing to remove the deficit we now have and also to cover the addi- 
tional costs provided by the legislation included in the bill. 

The fund, if the bills are enacted, according to our Board’s actuary, 
would have a deficit of 0.87 percent or $21 million a year, but that, 
he informs me, is so small that from a practical standpoint we could 
regard the fund as being financially sound. 

With respect to my views on H. R. 4353 and H. R. 4354, there are 
two factors, of course, that I am sure you will weigh very carefully. 

One is the needs of the beneficiaries for these increases as proposed 
and 

Second, is the ability of the industry to carry the additional 
financing. 

I am really not an expert in either field. I am sure that the manage- 
ment and labor groups will make their cases much better than I 
could. 

And, I would only want to urge at this time that whatever this 
committee does in the way of changing the railroad retirement system, 
I should hope that the final result would leave us with a system that is 
financially sound; that it would provide the wherewithal, the finances, 
to take care of the benefits we are expected to pay. 

I think that is necessary and especially in the interest of the younger 
employees in the railroad industry who at some time will hope to 
qualify and draw benefits from this system that they are supporting. 

Thank you, very much. 

The CHatrMan. Well, you still have not given us the benefit of your 
views, whether you think this is a sound bill or not. 

Mr. Hasermeyer. I say that the bill does provide the financing, to 
take care of the benefits, the problems that we now have. 

The CHarrman. Yes. 

Mr. Hasermeyer. With respect to the liberalization of benefits, 
and whether or not the industry can carry additional costs, I do not 
believe I am in a very good position to advise the committee, and 1 
think others who will follow can develop those facts much better and 
much more thoroughly than I could. 

The Cuatrman. I think, in view of the position you just stated, we 
had better hear from the other two members and see what they have 
to say. 

Mr. O’Hara. May I ask one question ? 
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The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Harbermeyer, as I understand, even H. R. 4353 
would still leave a deficit of approximately $21 million. Is that what 
you said ? 

Mr. Hasermeyer. Yes, in that area, but the actuary advises me that 
this is so close to soundness, that it should not be a disturbing factor. 

Mr. O’Hara. I think that is relatively correct, Mr. Chairman, 

Mr. HaperMeyeEr. Yes. 

The Cuarrman. Thank you. We will hear Mr. Harper. 


STATEMENT OF HON. HORACE W. HARPER, MEMBER, RAILROAD 
RETIREMENT BOARD 


Mr. Harper. Mr. Chairman. 

The CHarrman. Mr. Horace W. Harper, member of the Railroad 
Retirement Board. 

Mr. Harper. Mr. Chairman, I have a prepared statement. 

The CHarrman. You may proceed. 

Mr. Harrer. This is in addition to the statement contained in the 
report of the Board. 

The CHarrman. Yes. 

Mr. Harper. The Board members have agreed as to the effect and 
the cost of the bills 4353 and 4354 and identical bills. 

The Board was not in agreement, nor could we bring ourselves into 
an agreement, with respect to the desirability of the bills. 

However, I subscribe to this bill 100 percent, and I should like very 
much to have your committee report the bill out favorably and bring it 
to enactment if that can be done. 

As Chairman Habermeyer has said, the Board, at the request of 
your committee, examines bills that are introduced; develops them as 
to their effect and as to the cost and then gives the opinion of the 
Board with respect to the desirability of those bills. 

Our report on the bills at hand this morning differs in this respect. 
One member of the Board is for the bill. One member is unalterably 
opposed to the bill, and you have just heard the chairman explain 
clearly his views with respect to the bill. 

The Cuatrman. Did you say “clearly ?” 

Mr. Harper. Yes, sir. I hope that that facetious statement will not 
reflect any discredit on Mr. Habermeyer, but frankly I do not know 
whether he is for the bill or against it. 

The Cuarrman. Well, I think it should be said in all fairness that 
Mr. Habermeyer is a new member of the Board, having just been 
appointed a few months ago and I doubt very seriously if he has had an 
opportunity to give the study to it that the other members of the 
Board have. 

Mr. Harper. I think that is quite true. 

And then, Mr. Healy and I represent parties at interest here and it 
could be reasonably expected that we would have, shall I say, partisan 
views, with respect to these and other bills. 

This is a bill which provides reasonable increases—not so much as 
we would like—but does provide reasonable benefits. 

It provides a basis for liquidating the present deficit of 3.20 per- 
cent. It provides additional revenue to meet the cost of the increased 
benefits provided in the bill. 
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I happen to have a personal knowledge of how the representatives 
of standard labor organization wrestled with this problem. 

I woud like to assure you gentlemen, if I can, that this bill represents 
the best judgment of all of the standard railroad labor organizations, 
and it represents a judgment arrived at, after long, repeated, and 
careful consideration, of the problem as a whole. 

Later, the representatives of the employees will explain the details 
of the bill and I will not unnecessarily go into that, because they will 
be thoroughly discussed by persons better qualified to do that than 
I am. 

I prepared an additional statement which I would like to enter into 
the record, without reading, if that can be done. This statement deals 
with the necessity of doing something about the present deficit in our 
financial setup and here I want to say that I subscribe 100 percent to 
the statements that were made by the chairman and by Mr. O’Hara 
about the seriousness of trifling with the soundness of our fund. 

I think, as Mr. Habermeyer has said, earlier, that the first job here 
is to meet the commitment made to do something in this Congress. 

These bills, H. R. 4353 and 4354 do that. 

My statement quotes from a statement made by the President of the 
United States when he signed S. 3616 last year. It also quotes from 
letters written by Mr. George Leighty, who is chairman of the Railway 
Labor Executives Association, to Senator Kennedy, and an excerpt 
from a letter from Mr. Anderson, who is Mr. Leighty’s assistant, both 
dealing with this problem arising out of the enactment of S. 3616 
last year. 

I think that attests the sincerity, determination, and responsibility 
of the representatives of employees to do what they promised last year 
that they would do, namely, come up with a bill which would meet the 
costs of the 1956 bill, and in addition to that provide necessary revenue 
for the additional benefits provided in this bill. 

I would like to enter this statement in the record without reading, 
if that is permissible. 

The Cuarrman. Yes, it may be included in the record, Mr. Harper. 

(Statement referred to is as follows:) 


STATEMENT OF Horace W. HARPER, MEMBER OF THE RAILROAD RETIREMENT BOARD 


My name is Horace W. Harper. I am the labor member of the Board whose 
statutory duty it is to provide representation on the Board satisfactory to the 
largest number of railroad employees. I appear here today in support of H. R. 
4353 and H. R. 4354. My reasons for supporting the bills are contained in the 
Beard’s report to your committee. Additionally, I make these statements: 

S. 3616, a temporary measure for the purpose of providing an interim modest 
increase in benefits was enacted by the Congress and signed by the President 
August 7, 1956. These additional benefits increased the total cost of benefits 
under the railroad retirement system to 15.70 percent of taxable payroll, while 
leaving the total tax revenue at 12.50 percent of taxable payroll. Consequently, 
there is now an estimated deficit of 3.20 percent of taxable payroll. This esti- 
mated deficit is a matter of considerable concern to the Congress and the Presi- 
dent, as well as to the railroads and railroad employees. Each and all of those 
named are in agreement that financial soundness of the railroad retirement sys- 
tem is a sine qua non, and that it is imperative that appropriate legislation 
be enacted at this session of Congress to assure adequate financing of the rail- 
road retirement system. In connection therewith the following is quoted from 
a statement made by the President August 7, 1956. 

“T have today signed S. 3616, ‘To amend the Railroad Retirement Act of 1937 
to provide increases in benefits, and for other purposes.” * * * 
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“I take this action for two reasons: First, it will help thousands of retired 
railroad employees and their wives to meet their day-to-day living expenses. 
Secondly, the Senate Labor and Public Welfare Committee has indicated tis 
unanimous determination to act promptly in the next session of the Congress 
on a measure which will finance the cost of these benefit increases. Representa- 
tives of railroad labor organizations also have given firm assurances that they 
will propose at the opening of the next Congress a program to assure adequate 
financing of the railroad retirement system. It is imperative that satisfactory 
legislation for this purpose be proposed and enacted. * * * 

“* * * For some time it has been a matter of concern to the executive branch 
of the Government that the combined payroll tax rate of 12% percent is not 
sufficient fully to finance the estimated future liabilities of the railroad retire- 
ment program. * * * 

“It is estimated that the benefit increases provided in 8S. 3616 will cost $83 
million a year at a level premium basis, raising the deficiency to $169 million 
a year. At present tax rates and existing payroll levels, this obviously will ag- 
gravate the dangers referred to in the evaluation report. Corrective action is 
imperative. It should be taken promptly in the next session of the Congress.” 

The Senate Committee on Labor and Public Welfare recognizes, as does the 
President, the necessity for adequate financing of the railroad retirement sys- 
tem. In that connection the following is quoted from the report made by that 
committee to accompany 8S. 3616. 

“The committee is unanimous in its determination to act promptly at the 
next session of the Congress on a measure which will finance these increased 
benefits, regardless of any action which may or may not be taken by other 
committees of the Congress on related provisions for tax relief. In this con- 
nection, the committee has been assured by the Railway Labor Executives’ As- 
sociation that preparations are now being made to present to the Congress early 
next year a plan of financing the railroad retirement system in such a way as 
to cover adequately the cost of the benefits provided in the committee bill.” 

In this same connection the following is quoted from a letter written Sena- 
or John F. Kennedy, chairman, Subcommittee on Railroad Retirement, by Mr. 
G. E. Leighty, chairman, Railway Labor Executives’ Association for the associa- 
tion and for the Brotherhood of Locomotive Engineers under date of July 20, 
1956. 

“We propose at the next session of the Congress to recommend to your com- 
mittee and to the House committee a new program which will contain adequate 
financing that will take care of the proposed 10 percent interim increase as well 
as the improvements to be sought next year. 

“You may be certain that the Railway Labor Executives’ Association is vitally 
aware of the implications of this request and we make it only after the most 
deliberate and careful consideration. * * * We most certainly intend that our 
system be financed adequately and you have the assurances of every standard 
railway labor organization that we shall take every necessary action to provide 
sufficient revenues for these benefits in the next Congress.” 

Then, too, Mr. C. T. Anderson, assistant to the chairman, Railway Labor Ex- 
ecutives’ Association, wrote Senator Kennedy, in part, as follows, July 20, 1956: 

“* * * it is our firm determination to ask the next Congress, immediately 
upon its convening, to consider another railroad retirement program which will 
contain adequate financing for this interim increase which we are how rec- 
ommending. 

“The Railway Labor Executives’ Association has an unbroken record of finan- 
cial responsibility in its requests to the Congress involving railroad retirement 
matters. We believe that we have demonstrated a record of good faith in our 
insistence over the years that this system be adequately financed. We hope that 
the Congress will have confidence in our judgment when we say that we do not 
believe that this interim increase will endanger the system and will accept our 
assurances that we shall cooperate in financing these benefits in the next 
Congress.” 

The standard railway labor organizations do not take lightly their firm assur- 
ance that they would propose at the opening of this Congress a program to assure 
adequate financing of the railroad retirement system. They have quite seriously 
gone about the preparation and presentation of appropriate legislation to achieve 
that end. The bills under discussion are the product of their very careful con- 
sideration and, in my judgment, fully achieve the end sought. 
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The Cuatrman. You think that this legislation which you support 
is in the public interest ? 
Mr. H ArPER. I certainly do, sir. 


The CuarrMan. That takes into consideration not only those who 
are benefited, but also the public who may be affected by it. 
Mr. Harrer. Quite definitely so. 


It would be h: ard to estimate, in my judgment, how many people 
have been kept out of poorhouses, how many people have not had to 
call upon Government relief agencies because of the benefits which are 
provided in our Railroad Retirement Act. I think, particularly in 
that aes that it is in the public interest. 
The CuatrmMan. You did not say anything about another major pro- 


vision of the legislation, and that is the unemployment insurance fea- 
ture of it. 


Mr. Harrer. I am in favor of that portion of the bill just as I am in 
favor of the portions dealing with the railroad retirement system. 

We are suffering from technological changes on the railroads. We 
are suffering a continuous loss of employees on the railroads due to 
dieselization and mechanical machines of one sort or another. We 
have come to a place where we are having men 50 to 55 years of age, 
in their prime of life I would say, because I am a lot older than that, 
cut off. Those men 50 to 55 have many years of good usefulness left in 
them. But when they get cut off of e mployment : on the railroads their 
experience on the railroads, generally speaking, is not of a kind that 
would help them in securing employment in other industries. 

Then, too, because of their age, many companies—as a matter of 
fact, I believe a large majority of employe rs—hesitate to employ 
people at age 50 and above. Consequently, the industry owes to those 
people something for their contribution to the industry, for their 
long services. I think they are tg to the additional ‘unemploy- 
ment benefits provided by this bill in lieu of severance pay, which 
many empkoyers recognize. 

I think that it is a duty and an obligation that we owe to these old 
people. And not old people necessarily, but these older people, to 
prov ide them with a greater measure of unemployment security, to 
give them a greater length of time in which to adjust themselves to 


employme nt outside of the railroad industry and to make other ad- 
Justments. 


I think the cost is reasonable. The estimated cost of the unemploy- 
ment provision is estimated to be about 4 percent. 

Twelve or fifteen years ago when the Unemployment Insurance 
Act was enacted, the tax rate on the carriers was fixed at 3 percent. 
So that the estimated cost here, as related to the ine reased benefits— 
that is, a 4-percent payroll cost as against the present 3—is not exorbi- 
tant, it is not unreasonable and it is not beyond the ability of the car- 
riers to pay. 

[ am not an expert in that field and in many other fields, but I 
think that a showing will be made of the ability or inability of the 
railroads to meet the cost of these new unemployment insuran:e pro- 

visions. 

The Cramman. Do you have an annual report that has been filed? 


Mr. Harper. Our annual report is at the printer’s, and it will be 
available very shortly. 
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I am informed that printed copies of our annual report were de- 
livered to our office here today, and we will make them available to you 
sometime during the day. 

The CHairman. Could we have them by this afternoon ? 

Mr. Harrvrr. Yes, sir. 

The Cnairman. Did anyone want to ask a question of Mr. Harper 
before we hear from Mr. Healy ? 

Mr. O'Hara. Yes, sir, 

The Cuarman. Mr. O'Hara. 

Mr. O'Hara. Mr. Harper, permit me to personally say I am always 
glad to see you here. You always speak candidly as to how you think, 
and I appreciate your candor. 

[I am speaking now of the retirement costs. What would the re- 
tirement cost amount to for the employees? What percentage of pay- 
ment would they have to pay / 

Mr. Harver. Presently the ti xT ate is 614 percent against both the 
employee and the employer ona base of $: 390 per month. 

This bill would change that from 614 percent to 714 percent, and 
the tax base would be increased from $: 350 to $400 per month. 

Mr. O'Hara. I am speaking now simply of the retirements. 

What would be the additional cost to the emplovers? Is that the 
same percentage? 714? 

Mr. Harper. As to retirement, the additional cost would be the same 
for the carriers. 

Mr. O'Hara. What would be the total increase of payments by both 
the employees and the employers into the fund, the annual amount? 

Mr. Harper. It would be increased from 1214 percent on $350 as 
at present to 15 percent of payroll up to $400 per month. 

Mr. O’Hara. Well, I was thinking in terms of figures. Do you 
have the amount of that? 

Mr. Harrver. This is not accurate, but, in round figures, 1 percent of 
the taxable payroll is about $50 million. So that an increase of 2% 
percent would increase the revenue probably $125 million a year. 

I am informed by Mr. Habermeyer that the increased taxes would 
be $205 million. 

Mr. O’Hara. That would be both ? 

Mr. Harrer. Yes, sir. 

Mr. O'Hara. That would be divided equally between employees 
and employers ? 

Mr. Harper. That is right. 

Mr. O’Hara. With reference to the cost of the unemployment pro- 
gram, that would be borne solely by the employers. Is that correct 

Mr. Harver. That is correct. 

Mr. O’Hara. And what would be the additional cost to the rail- 
roads of that amount? Does it increase from 3 to 4 percent, or do 
you mean to increase it to 7 percent? 

Mr. Harper. No. The increase is from 5 to 4 percent. 

But that question involves a little explanation. 

Mr. O’Hara. Very well. 

Mr. Harrer. After the unemployment insurance tax rate was fixed 
at 3 percent we went into World War II, and unemployment was 
practically not existent on the railroads. So that 3-percent tax built 
up a huge backlog, in the negihborhood of a billion dollars. 
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In 1948, I guess it was, the railroads and the labor organizations 
reached an agreement on an amendment to change that 3 percent to 
make that a maximum and to base the lower levels on a sliding scale so 
that when the amount in the fund reached a certain level it would go 
up one-half of 1 percent. 

I thought it necessary to make that explanation because presently 
the tax is only 244 although the law provides a maximum of 3 percent. 

Mr. O’Hara. This would amount to an increase then of 114 percent ? 

Mr. Harper. 11% percent. 

Mr. O’Hara. What is the approximate cost of that unemployment 
iucrease in millions ¢ 

Mr. Harper. Well, I was using $50 million as 1 percent. But that 
does not tally with the $205 million that Mr. Habermayer mentioned. 

What would be the additional cost ? 

Mr. HapermaAyer. About $100 million. 

Mr. O'Hara. In other words, this would cost the employers about 
$202 million roughly for the overall cost of the program per year ? 

Mr. Harper. Yes, sir. 

The Cuatrman. Would the gentleman yield ? 

Mr. O'Hara. Yes, certainly. 

The Cuarrman. I think we ought to have it understood here now. 

As I understand it, you propose to increase the railroad retirement 
tax on the employer and the employee by 114 percent each. That 
would cost a total of $210 million on a $400 a month base ? 

Mr. Harrver. $205 million. 

The Cuatrman. With the increase of the unemployment fund from 
the present 244 percent which they pay to 4 percent, would that be 
limited to compensation not exceeding $400 a month ? 

Mr. Harper. Yes, sir. 

And I think I had better explain that it is quite likely that the maxi- 
mum will not be reached at least with regularity, so that the 4 percent 
will only be used as becomes necessary. It will become necessary im- 
mediately, I understand, about the first of this year if this bill is 
enacted. 

Sut, with fluctuations in employment, it is quite possible that the 
cost will be something less than the maximum of 4 percent. 

Mr. O’Hara. Mr. Harper, might I address a few questions along 
this line also. I will try to make it as short as possible. 

It has been indicated here that the fund is out of balance or over- 
drawn, as to annual costs, about $170 million a year. Is that correct ? 

Mr. Harrer. Yes, sir. 

Mr. O’Hara. How much, all together, has that depreciated the 
fund? I mean that is an annual cost, is it not 

Mr. Harper. Yes, sir. 

Mr. O'Hara. How much has the fund itself been depreciated be- 
low the safety margin? How long will it take, in other words, if 
this bill becomes law, H. R. 4353, to build back that deficit that has 
occurred ? 

Mr. Harper. That requires another involved answer. I am sorry. 

Mr. O'Hara. That is perfectly all right. 

Mr. Harper. We have a level cost system of calculating our costs 
and our revenues and so forth, which simply means, Mr. O'Hara, that 
the cost in 1957, at least theoretically, is the same as the cost in 1967 
or 1977 or any other year. It levels off the cost, so that on a level basis, 
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at least theoretically, the cost is computed as being the same in each 
year. 

We have been accumulating some money in our trust fund. We now 
have about $3.6 billion in a growing trust fund. That and the interest 
thereon are calculated to meet our requirements when our benefit load 
reaches a peak. 

So the deficit which you asked about just means that our trust fund 
has not advanced and enlarged as it would have done except for this 
deficit. 

Mr. O’Hara. Let me ask you the question this way, Mr. Harper: 

How long has the fund been in the red theoretically? I mean how 
long has it been overdrawn ? 

l remember some of us begged some of the good people who were urg- 
ing some of this legislation a few years ago that it was going to make 
the fund unsound. We did not prevail in that view, and those bills 
became law. 

When did the fund become in the red? When did we start spending 
more than we should have? 

Mr. Harper. I have been on the board since 1950, and we have been 
a little behind during all of those years. But it was in such propor- 
tions as not to make dangerous our condition. 

As it is now actual danger would not occur until about 1980 or later 
under our present arrangement. But eventually we would get to that 
point. 

Level cost of our benefits have been calculated to be in excess of 1214 
percent for 7 years to my knowledge. And how long before that I do 
not know. 

The CuarrMan. Would the gentleman yield ? 

Mr. O’Hara. Yes, surely. 

The Cuatrman. Mr. Harper, you are talking from a strictly con- 
servitive, actuarial standpoint, are you not ? 

Mr. Harper. That is right, sir. 

The CuartrMan. Is it not a fact that in 1948 the actuaries told us 
what was going to happen to the fund if we increased the benefits by 20 
percent at that time? 

Mr. Harper. That is right. 

The CHatrmMan. And then the next actuarial report showed that 
there was no deficit that was predicted a couple of years before. 

Mr. Harper. That is right. 

Mr. O’Hara. Of course, over the years we have learned that the 
actuaries are always conservative. Is that not true, Mr. Harper? 

Mr. Harper. I think I made the statement earlier that they are 
like parachute jumpers. Just one mistake do they make. And, in 
order to avoid that, they are ultra conservative. 

Mr. O’Hara. With reference to the unemployment fund, is that a 
separate trust fund which is not included in the three billion-odd 
dollars that you mentioned ? 

Mr. Harper. That is right. 

Mr. O’Hara. What is the amount of that fund ? 

Mr. Harper. $303 million as of the first of January. 

Mr. O’Hara. Has that fund be depreciating and going down in 
amount ¢ 

Mr. Harper. Yes, sir. Rather rapidly. 
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Mr. O’Hara. That is all, Mr. Chairman. 

Mr. Mack. Mr. Chairman? 

The Cuamman. Mr. Mack. 

Mr. Mack. I just wanted to ask, when do you anticipate this peak 
load? Is that 1970 or 1975? 

Mr. Harper. There are too many distinguished actuaries sitting 
behind me, and I hesitate to say. But it is my understanding from our 
discussions with them—and it may be an. incorrect understanding— 
that we will reach our peak around 1985. 

Mr. Mack. It seems to me it could be anticipated by this time, or 
it could be tied down by this time almost to the exact year. 

Mr. Harper. I have some figures on that, a projection made up from 
now up to the year 2020. 

From memory | recall that that projection showed that our trust 
fund would reach $11 billion in the year 2010. And I suspect that 
the same report would show our peak loads. I don’t have that with me. 

Mr. Mack. I am talkimg about the peak demand on the trust fund. 

Mr. Harrer. That is what 1 have in mind. I think that it is along 
about 1985. 

Mr. Mack. I know you cannot tie it down exactly, but it looks as 
though a fairly accurate estimate could be reached. 

I wanted to ask you this also: 

On Monday one of the Members of Congress suggested perhaps 
it would be in order to have a Government subsidy for the railroad 
retirement fund. I wanted to ask what your opinion would be on this 
proposal. 

Mr. Harper. There are some distinguished lawyers present. So I 
do not like to intrude into the legal field. But it is my judgment that a 
subsidy for a railroad retirement fund would be unconstitutional in 
that it would be class legislation. It would be favoring a group. I 
do not think that that would be legal. 

That is just a yard clerk’s opinion. 

Mr. Mack. It would be illegal to appropriate money for the fund? 

Mr. Harrer. How is that? 

Mr. Mack. Would it be illegal for us to appropriate money for the 
fund ? 

Mr. Harper. I do not think it would be illegal unless some other 
group contested it or tested it in the courts. And I suspect that if 
it were tested in court it would be held to be discriminatory or show- 
ing favoritism. 

Mr. Mack. Then you could say personally that you do not look 
upon it with a great deal of favor? 

Mr. Harper. I do not anticipate that with much, shall I say, fervor. 

Mr. Mack. Another question on Monday had to do with ‘the trust 
fund and the low rate of interest that you are receiving on your trust 
fund at the present time. 


Has the Board given any thought to this area of increasing the yield 
from this trust fund ? 


Mr. Harrer. The Board has given a great deal of thought to it, 
and has taken some action. 

In one instance the Treasury Department, at the Board’s request, 
converted $15 million of our special 3 percent certificates into the 
equivalent amount of 314 percent Government bonds. In addition 
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to the increased interest rate so achieved, we sold the bonds at a profit 
within the year. We realized a clear profit of $1,382,000 from this one 
transaction. 

Mr. Mack. When did you do that ? 

Mr. Harper. That has been 2 years ago when that 314 issue came 
out. I think it is about 2 years ago. 

We have been urging the Treasur y to convert our special certificates 
into better-paying ~ Government issues, and we have succeeded to a 
degree. This 1 1s just an offhand guess, but I suspect that we have made 
or will make $2 million by conversions which have been made by the 
Treasury Bepebtishant for us during the last 6 or 8 months. 

That brings up an interesting situation. 

Mr. Macx. I do not want to take a lot of time. My colleagues may 
want to ask some questions. 

Mr. Harper. I wanted to call.attention to this. 

The Treasury Department contends that when we gain in interest 
rates the Treasury Department is out of pocket an equal amount. 
Consequently, we do not have an easy job trying to persuade the Treas- 
ury Department to convert our 3-percent annual-interest special cer- 
tificates into better-paying Government bonds. 

As to FHA, those loans, many of them, are short term. We would 
have to organize a department in the Board to take care of invest- 
ments of that kind. 

Mr. Mack. You are talking about the suggestion that was made on 
Monday ? 

Mr. Harper. Yes, as to investing our money in FHA. 

A great many complications might arise in connection with that, and 
I think it would be dangerous. 

I say this as it relates to me the same as with respect to anybody 
else. 1 think it would be dangerous to turn 3 Board members loose 
with $3 billion, $3,600 million, to invest here and there upon the 
representation of some State or some city that their bonds were good, 
sound, and safe investments. I think it would be unhealthy, and I 
would oppose it as best I could if the suggestion were made that we put 
our money into anything except bonds guaranteed both as to principal 
and interest by the United States Goverr nment. 

Mr. Mack. You have no limitation, though, by law, do you, as far 
as the investment is concerned? Did we require Government-bond in- 
vestment exclusively ¢ 

Mr. Harper. We cannot invest money except in bonds guaranteed 
both as to principal and interest by the United States Government. 

Mr. Mack. That is exclusively Government bonds? 

Mr. Harper. That is right. 

Mr. O’Hara. You would oppose any change in that law ? 

Mr. Harrer. Yes, sir. 

The law says that, at the request and direction of the Board, the 
Treasury Department shall convert these Retirement Board certifi- 

‘ates into higher-paying obligations, but the Tr “asury denies that the 
Retirement Board has author ity so to direct. 

The only change I would like to see in the law would be the strength- 

ening of that portion of it. 


Mr. Mack. You have got a requirement presently in the law? 
Mr. Harper. Yes. 
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Mr. Hesevron. Would the gentleman yield at that point? 

Mr. Mack. Yes, I will yield. 

Mr. Hesevron. I am interested in the question you asked. 

I wonder if there is any of this material or a summary of what has 
actually happened over, say, the last 2 years when I understood you to 
say there was some change in the investment policies, 

Mr. Harrrr. Yes, sir. 

Mr. Hxeseiron. Do we have a summary anywhere before us showing 
what has been done in the way of changed investments ? 

Mr. Harver. No. 

Mr. Hesevron. Or the policy adopted ¢ 

Mr. Harver. I think we could pretty readily provide you with that. 

We buy 25% “percent Government bonds, say at 91, which makes 
a yield in excess of 3 percent. ‘To list the profit and the possible profit 
out of each one of those transactions might run into pages. But, 
if you want it, I think maybe we can sive you that. 

Mr. Hesevron. I do not know if [ want any such detail as that. 

Perhaps somebody can refresh my recollection; 2, 3 or 4 years ago 
this subject came up, and some material was furnished to us. I was 
impressed with the comparatively low yield so far as investments 
were concerned, particularly in view of the type of investments for 
savings banks and trust companies throughout the country or those 
in a similar fiduciary relationship. 

It seems to me that there was some suggestion then that that matter 
would be reviewed and that some possibility existed of an increased 
yield within the limits of safety and good, sound fiduciary judgment. 

[ have not seen any tabulation recently indicating what actually 
happened. You have said something has happened that was bene- 
ficial to the fund. 1 wonder if, without going into a great deal of 
detail on each particular investment, some presentation might be made 
and submitted to the chairman showing what has been done and what 
possibly may be the thinking of the Board as to the type of limita- 
tions, if any. in the existing law and what it might like to do further 
if it feels it cannot do either because of the provisions of the law or 
lack of provisions of the law or some possible difference of opinion 
with officials of the Treasury Department, if that is the case, or any 
other reason. 

Would that be a reasonable request, Mr. Chairman ¢ 

The Coatrman. I might say that in the report which we will have 
this afternoon there will be a table showing the interest on invest- 
ments, which would partially answer your question. 

Mr. Heserron. Would it show when changes occurred starting with 
Yor 5 or 4 years ago’ 

The CuairmMan. It shows the increases from year to year. 

Mr. Hesevron. Would you think this information might be useful ? 

The CHarrmMan. Yes. 

Mr. Hesevron. Thank you, Mr. Mack. 

The CuarrMan. Were you through, Mr. Mack? 

Mr. Mack. Yes, Mr. Chairman. I think I have consumed my time 
limit. 

The Cuarmman. Mr. Younger’ 

Mr. Youncer. In view of the fact that a number of the pension 
funds have changed their attitude and are now integrating their funds 
with social security, taking part of their funds and buy social 
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curity benefits, what have you done in regard to that as far as your 
soard is concerned ¢ 

Mr. Harper. The financial interchange provisions of the act, as now 
constituted, provide for an annual admjustment between the social 
security and our Board, and we do that. Later on you are going to 
have some testimony about that, and it will be expert testimony ‘and 
not like mine in that respect. 

Mr. Youneer. Thank you. 

The CHatrman. Mr. Jarman? 

Mr. Jarman. Yes, Mr. Chairman. 

The one question I would ask of you, Mr. Harper, is this: 

In your first comments on the bills 4353 and 4354 you indicated that 
you were for the bills and that they are desirable. But I understood 
you to say that they are not all that might be desired. 

I wonder if you would comment on what, in particular, the bills 
lack that you wish they included. 

Mr. Harper. Well, instead of a 10-percent increase in benefits, it 
would be much more desirable to have a 20 or 30 or 40 percent. I 
meant that we would like to provide even greater benefits if the money 
to pay it were available. And we do not have any more money 

For that reason we have to look at the check stub before providing 
additional benefits. 

In looking at the check stubs and looking at the provisions of this 
bill, it has been calculated that 10-percent benefits can be afforded. 

Mr. Jarman. You feel then it is within the financial picture at the 
present time that this is as good a bill as could be hoped for? 

Mr. Harper. That is my position. 

Mr. Jarman. Thank you, sir. 

Thank you, Mr. Chairman. 

The CHatrman. Mr. Beamer? 

Mr. Beamer. Mr. Chairman, I would like to ask Mr. Harper just 
one very brief question. 

This refers to the statement you made here in the early part of your 
testimony that, if I understood you correctly, under present legislation 
the fund is operated at 3.2 deficit. Is that correct / 

Mr. Harper. Yes, sir. 

Mr. Beamer. Did I understand that in your support of H. R. 4353 
and H. R. 4354 and similar bills that that would provide not only for 
the cost of that bill, the additional cost, but would also remove that 3.2 
deficit ? 

Mr. Harper. Except for 0.37 percent which is, for all practical pur- 
poses, and for purposes here, negligible. 

Substantially and actually, this “bill provides for the liquidation 
of the present deficit and provides funds for the payment of additional 
benefits provided in the bill. 

Mr. Beamer. I think that answers my question, Mr. Chairman. 

The CHarrman. Mr. Friedel ¢ 

Mr. Frrepet. Mr. Harper, in various bills that have been considered 
by your Board have you given any thought to increasing the amount 
that a widow is allowed to earn or a man is allowed to earn from $1,200 
to $1,800? Have you given any thought to this problem ? 

Mr. Harper. The labor organizations have given consideration to 
that and to many other items. 
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It is just a question of buying with the money available the benefits 
which will bring the greatest good to the greatest number. Some of 
the things, such as you have mentioned there, we have to forego in the 
interest of some things more important 

Mr. Frrepex. I would just like to cite one case, and I imagine it per- 
tains to quite a few others. I feel sure that this case is not unique ex- 
cept the cause of death. But this outlines a situation faced by many 
widows of railroad workers. 

The case I particularly have in mind concerns a man who was em- 
ployed by the railroads for approximately 36 years. Last year he 
died of cancer at the age of 63 after paying into the retirement fund 
for approximately 19 years. 

Naturally, he did not collect any of the pension which would have 
been his at the age of 65. 

Upon his de: ith, his widow, who is now 58 years of age, was advised 
that she would not be entitled to any pension benefits until she reached 
the age of 60 years. However, if she lives to reach 60 years of age she 
still would not be able to collect a pension unless she reduces her earn- 
ings to not more than $1,200. 

They spent practically all of their savings because of his illness with 
cancer. ‘They were practically destitute when he passed away, and 
she has to work. 

The most unfair part of this situation is that she could have an un- 
limited amount of income providing she did not work to earn it. 

If she is lucky enough to be able to hold a job after she reaches the 
age of 60—and you know it is pretty hard to get a job—she is pro- 
hibited by law from earning more than $1,200 per year in order to be 
able to collect her pension w hich would be $77.70 a month. 

I could go on with this. It is a hardship case. She has to work 
and she cannot, until she has reached the age of 60, get the $77 a 
month. But if she earns over $1,200 she would lose some of that. 

Have any bills been introduced or approved by your Board to raise 
the pension for the widow or to raise the limitation of $1,200? 

Mr. Harper. Yes. There have been several bills to eliminate the 
$1,200 qualification. And, of course, our bill, the bill that is under 
discussion here, will provide her with a 10-percent increase in pay 
above the $77. 

Mr. Frrevev. And she would not be able to collect until she is at 
the age of 60 years? 

Mr. Harrrr. That is right. 

Mr. Frrepvew. In this instance where they had spent every penny for 
doctors’ bills and everything else when he had cancer, if she could 
not get a job she would just have to wait or be on charity until she 
gets to the age of 60? 

Mr. Harper. There is, of course, the alternative of which she could 
avail herself, and that is to take the residual lump sum. But that is 
bad business to do that because her annuity would produce so much 
more than her residual amounts to, that it would be foolish to do that. 

But under the law, as is, she cannot draw an annuity until she 
reaches age 60. 

Mr. Frrevet. Thank you very much. 

The CHatmman. Mr. Avery? 

Mr. Avery. Yes, Mr. Chairman. 
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I take it from your remarks, Mr. Harper, that the number of em- 
ployees on the combined carriers has been going down since 1948. 
Is that essentially true? 

Mr. Harper. Yes, sir. 

Mr. Avery. What about the percent of separation due to layoffs 
because of mechanization or improved methods of doing business or 
lack of business ? 

Mr. Harper. I am sorry, sir, I cannot tell you that. I do not know. 

Mr. Avery. Could you tell me this: 

About what is the rate of retirement? 

Mr. Harper. About 30,000 a year. 

Mr. Avery. You do not know what percentage that would be? 

Mr. Harper. No, I could not tell you that because we have 1,100,000 
railroad jobs, and there are perhaps 3 million or 4 million who work 
on those 1,100,000 jobs. 

Mr. Avery. I do not follow you on that. 

You have 1,100,000 jobs but 2 or 3 million people working on those 
jobs? 

Mr. Harper. Yes, sir, on account of turnover. 

Mr. Avery. I see. 

Well, what I do not get clear in my mind is that if employment is 
going down and the retirement simultaneously, why would the peak 
demand on your retirement fund not occur until after the year 2000? 
It would seem to me it would conceivably occur in the next few years. 

Mr. Harper. [ said our trust fund would reach a peak at that time. 
I cannot answer your other question because it is an actuarial caleu- 
lation. 

Mr. Avery. I thought you said, after you made that statement, 
that your fund would reach its peak in about the year 2020. 

Mr. Harper. Yes. 

Mr. Avery. I thought you also said that your anticipated peak de- 
mand would fall about the same time. 

Mr. Harper. No. No, sir. 

The peak load on our outlay will be about 1985. 

Mr. Avery. I understand. That appears reasonable to me. 

Along that same line, if this bill were approved and the assessment 
on the carriers were raised to make it actuarially sound, in your opin- 
ion, Mr. Harper, would that tend to increase the rate of separation 
from employment any / 

Mr. Harper. No, sir, not to any great extent. Railroad men work 
under agreements, and seniority is quite important. A man goes to 
work, we will say, as a fireman or hires out as a fireman. He fires as 
a night job on a switch engine, then he gets a day job on a switch 
engine, and then he gets on the extra board in through freight out 
on the road; he gets a regular freight run. And finally he gets to have 
a regular passenger run. Then he is promoted to engineer, and he 
goes through the whole cycle again. 

The result is that when railroad men reach the best years of their 
lives—that is so far as good jobs are concerned and good rates of pay 
are concerned—they are beginning to get old. Many of these senior 
employes do not retire at age 65. The average age of retirement 1s 
about 68. 
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So I do not think that a man is going to give up his employment 
to accept retirement that has been increased 10 percent, say, from 
$100 to $110. 

Mr. Avery. I do not believe I made my question quite clear. 

My question was if the assessment were raised on the carriers to 
support a bill like this or even to make it actuarially sound, would 
there be a greater tendency on the part of the carriers to operate with 
a lower total volume of employment ? 

Mr. Harper. Sir, they do not need any incentive. I have railroaded 
all my life. 

Mr. Avery. You figure it has reached a saturation point ? 

Mr. Harper. Any day they can cut off the man they are going to do 
it without regard to retirement or anything else. 

Mr. Avery. Along the line of Mr. Friedel’s questions, what objec- 
tion would there be on the part of the Board to raising this $1,200 
earning limitation on the part of the widow? That could not cost the 
Board any extra money, would it ? 

Mr. Harper. Yes, it would. It would cause some women to retire 
who would not otherwise retire, and there would be some cost to it. 
It would not be great, but it would cost some money. 

Mr. Avery. I do not believe it would cause them to retire. Would 
it? It seems to me it would work the other way. They might keep 
on working. 

Mr. Harver. No. 

If a lady can retire and earn, say $1,800 a year, she is more likely 
to retire under those conditions than the would be if she were limited 
to $100 a month or $1,200 a year. 

Mr. Avery. I did not quite state my question right. 

As I understand it under the present law, the widow or the spouse 
cannot draw full benefits as a survivor if she earns in excess of $1,200 
a year. 

Mr. Harper. That is right. 

Mr. Avery. If that ceiling on her earning power were raised, say 
to $1,500 a year, how would that adversely affect the fund ? 

Mr. Harper. Well, it would involve other things; such as recov- 
eries we make now for the months in which she earns $100. 

Mr. Avery. I will not consume further time. I have not quite com- 
pleted my thoughts on that, but, in the interest of time, I will yield. 

Mr. Mack (presiding). Are there further questions on this side? 

Mr. Moss. Yes. I would like to pursue that further. 

Mr. Mack. Mr. Moss. 

Mr. Moss. I would like to follow Mr. Avery’s line of questioning 
just a little further. 

Have you made studies or come up with any conclusions as to the 
effect, we will say, percentagewise on the fund of increasing the 
amount which can be earned from $1,200 to $1,500 or $1,800? 

You have given us a speculative answer that there would be some 
effect. Has the Board undertaken studies to determine what effect? 

Mr. Harrer. If you will permit me, I will give you the exact com- 
putation of our research department on that cost. 

Mr. Moss. In order to save time, I would suggest that be made a part 
of the record at this point. I think it would be interesting. 

Mr. Mack. Without objection, that will be made a part of the record. 
It can be submitted for the record. 
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Mr. Moss. You may supply that. 

Mr. Harper. We will have to prepare that and enter it in the record. 
We do not have the figures available now. I thought we did. 

(The material referred to follows :) 


EFFECT OF PERMITTING EARNINGS UP TO $1,500 or $1,800 A Yrar WitrHout 
SUSPENSION OF SwurRvivor’s ANNUITY UNDER THE RAILROAD RETIREMENT AcT 


At the end of January 1957 there were roughly 161,000 aged widows’ benefits 
in force. Of this number, approximately 1,600 had their benefits withheld for 
the month of January because of the employment of the beneficiary. Similarly, 
of the almost 14,500 widowed mothers’ annuities in force, about 2,500 were with- 
held because of employment. 

If the survivors were permitted to earn up to $1,500 or $1,800 a year without 
suffering any loss of benefits, a part of those whose benefits are presently with- 
held would be able to receive them. Exactly how many is difficult to ascertain 
on the basis of information available. Also, some survivors who have not filed 
for benefits because their earnings are above the present limit would be induced 
to apply for benefits if the earnings limit were raised. The Board has no figures 
on the number of survivors in this category. 

In view of the current levels of income, it can be assumed that the cost effect 
of raising the limit on allowable earnings for survivor beneficiaries to $1,500 or 
$1,800 a year would be relatively small. It is estimated that raising the limit to 
$1,500 a year would cost about an additional 0.025 percent of payroll, or some 
$1,300,000 a year while an $1,800 a year earnings limit would cost 0.05 percent 
of payroll, or about $2,500,000 a year. 

Regardless of the smallness of the additional cost, I would not consider a 
liberalization in the work clause for survivor benefits under the Railroad Re- 
tirement Act advisable for the following reasons: 

1. The present coordination in the area of survivor benefits between the rail- 
road retirement and social security systems is very strong since earnings are 
combined for purposes of these benefits and only one agency pays them. So 
long as this strong coordination remains, it is advisable to have the same work 
clause for survivor benefits under both laws. 

2. The earnings test on survivor benefits is predicated on the generally 
accepted social-insurance principle that such benefits should be paid only to 
individuals who are not engaged in substantial employment. The raising of the 
amount of permissible earnings to more than $1,200 a year would, in my opinion, 
deviate from this principle since it would make survivor benefits available to in- 
dividuals who are regularly employed and who have more than inconsequential 
steady earnings. As I understand it, raising the limit to $1,500 a year with the 
other parts of the work clause remaining unchanged would allow beneficiaries 
with earnings of as much as $2,300 to receive benefits for at least one month, 
while raising the limit to $1,800 a year would permit individuals with earnings 
of something like $2,600 to receive some benefits in the year. 


Mr. Moss. Mr. Harper, in discussing the investment of the trust 
funds you indicated some difficulty in persuading the Treasury to 
convert from your lower yield notes to a higher yield, and I think 
you cited the instance of 2 years ago where they sold for 314 percent. 

Mr. Harper. Yes 

Mr. Moss. And you quoted the act as vesting the Board with the 
authority to make the determination as to whether you wanted to 
convert toa higher yield. You indicate some difficulty with the Treas- 
ury in not recognizing the Board’s authority. 

Mr. Harrer. They disagreed with our construction of the law. It 
is our construction that it is within our control; that is within the con- 
trol of the Board. The Treasury Department takes the position that 
the authority lies with the Treasury Department rather than with us. 

Mr. Moss. And your contention is that their authority is only 
advisory ? 


Mr. Harper. Yes. 
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Mr. Moss. Do you feel it would be beneficial to the fund to have that 
clearly spelled out ¢ 

Mr. Harper. I surely do. Congress put a floor of 3 percent under 
our interest. We cannot invest our funds except at 3 percent or above. 
And in the same section of the law it provides a method whereby we 
can convert these 3 percent special certificates to higher interest- 
paying Government bonds. 

C ‘ertainly that was not an idle gesture. No less certainly that pro- 
vision was written into the law to authorize the conversion of our 3 
percent special certificates into other Government obligations yield- 
ing better interest rates. But we cannot always do that, ‘at least to the 
extent desired. The Treasury Department is going along with us now 
in the conversion of rel: atively small sums. The interest on our special 
3-percent certificates is payable annually. If we were permitted to 
convert $50 million of our spec ‘ial 3 o- percent certificates into an equiv- 
alent amount of Government 3’s upon which interest is paid semi- 
annually, we could derive during the life of the bonds a profit of 
$842,000. 

We suffer no possibility of loss because, happily, we will be in posi- 
tion to carry them until maturity. So we do not care if they go down 
to 50 cents on the dollar in the meantime, because we can afford to hold 
them until maturity. And we would make $842,000 just on the differ- 
ence between annual and semiannual interest. That is where I think 
the Board ought to have discretion and authority to make these con- 
versions or to request and have the Treasury Department make con- 
versions of that character. 

Mr. Youncer. Would the gentleman yield ? 

Mr. Moss. I would be happy to yield to my colleague. 

Mr. Youncer. Was it true that previously the Treasury were ob- 
ligated to invest at 3 percent when the Treasury was paying less than 
3 percent for its money ¢ 

Mr. Harrer. Yes. 

Mr. Youncer. So the Treasury did carry your fund for a long time 
at a rate higher than they could go to the public and get money ? 

Mr. Harper. That is right. 

Mr. Youncer. I think that should be a part of the record. 

Mr. Harrrr. I am not quarreling with Treasury. The Secretary 
of the Treasury gets a salary to look out for Uncle Sam’s money. 
I get a salary for ‘looking out for the railroad-retirement fund. And 
our interests conflict. 

I am not quarreling with them at all because they are doing what 
I would perhaps do if I were in their position. 

Mr. Moss. You indicated that you would oppose any practice of 
investing the trust fund in, I think you mentioned, FHA mortgages. 

Mr. Harper. Yes, sir. 

Mr. Moss. It would be difficult handling short-term investments. 

In posing the next question I am not doing it as an advocate but 
merely to get information. 

The Government has been trying to launch a program of construct- 
ing Federal buildings on a so-called lease-purchase arrangement with 
an amortization period of 20 years. It has had difficulty in securing 
financing of the projects at a ceiling of about 414 percent. 
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Would you, as a member of the Board, be opposed to the opportunity 
to invest in those buildings where the entire prine ipal sum and the 
interest is guaranteed by the Federal Government ! 

Mr. Harrrr. Yes, sir; I would. 

Mr. Moss. You would ? 

Mr. Harper. I would, yes, sir: because human nature being what 
it is, and Harper being what he is, and other people being what they 
are, politics creeps into investments of that sort. 

Mr. Moss. Remember now this is for buildings constructed for the 
United States Government and for no other party. 

Mr. Harper. I know. 

Mr. Moss. To house the departments and agencies of the Govern- 
ment. 

Mr. Harper. But I can well imagine the mayor of Houston, the 
mayor of my home city, if he wants a public building down there and 
has some difficulty about financing it, how he would come to see Harper 
and say, “Hey, can’t we get some of your money for investment in 
this ?” 

And I don’t want any part of it, sir. I think it would be bad. I 
do not think it would be good for the fund, and I do not think it would 
make any money in the long haul. 

Mr. Moss. The rejection on the ground of possible regional politics 
is one I had not anticipated, because those buildings must be, first, 

carefully screened and authorized by the Congress before they can be 
constructed. 

Those are all the questions I have, Mr. Chairman. 

Mr. Mack. Mr. Derounian has a question. 

Mr. Derounian. Mr. Harper, should H. R. 4853 become law, do you 
feel that there would be a passenger-fare and freight-rate increase by 
the railroads? 

Mr. Harrer. Yes; but not properly attributable to passage of this 
bill. 

Mr. Derountan. Being a practical man and being in business for a 
long time and based upon what you have observed of past increases, 
would you say that there is a pretty good chance that the fares would 
be increased ? 

Mr. Harper. I do not want to repeat the same answer, but it would 
not properly be attributable to that. 

Mr. Derountan. I am getting a little ahead of the situation, but 
Mr. Healy, in his statement, says the additional tax burden for the rail- 
roads would go to $200 million a year or add on $200 million a year if 
this bill became law. And I am wondering whether you feel that a 
rate increase would be forthcoming which ‘would be paid for by the 
public. 

Mr. Harper. I suspect so. 

Mr. Derountan. Thank you. 

Mr. Harerr. But the railroads now are trying to get authority to 
lower their freight rates and meet some of this competition. I had 
that in mind when I gave you the qualified answer. 

Mr. Derovunian. Thank you very much. 

Mr. Mack. Mr. Dingell? 

Mr. Dinceit. Thank you, Mr. Chairman. 

I would like to pune this question that was asked by my colleague, 
Mr. Moss, regarding the lease-purchase arrangement. 
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If you could receive some positive assurances which would satisfy 
you that this business of financing would not wind up in local volities, 
would you be sat isfied to see some of the funds of the railro: = retire- 
ment fund invested in lease-purchase of Government buildings? 

Mr. Harper. Naturally, as has been brought out in discussion, we 
want to get the greatest possible dividend return on our investment. 
And if there are the assurances that you set up or the assumptions that 
you made, I think maybe I would go along with it. 

Mr. Drnceti. Let me ask you this question then: You invest in 
Government bonds. Is that correct? 

Mr. HArrrr. Yes. 

Mr. Dincetu. Is the fund invested in obligations of any other gov- 
ernmental organizations ? 

Mr. Harper. No. 

Mr. Dincerx. Is the fund invested in any other forms of deben- 
tures or securities or stocks at all? 

Mr. Harrver. No. 

Mr. Dinceti. Will you tell me then in a general way or the best 
way you can what is the average return on the dollar investment of 
the fund at this time? 

Mr. Harper. It is just slightly a fraction above 3 percent. 

Mr. Dineeiu. Are you familiar now at all with the returns that are 
paid on other retirement funds interestwise / 

Mr. Harrer. I did know what the interest return on civil-service 
retirement funds was, but I cannot recall now. 

Mr. Dineetx. Would you know anything about any of the automo- 
bile retirement funds, what the interest on those funds is? 

Mr. Harper. I don’t know. 

Mr. Dinceitt. Would you say that it would be higher than the re- 
turn on the dollar investment of the railroad retirement fund 4 

Mr. Harrer. That is problematical. I do not know. It depends 
on the investment and the safeness and soundness of the investment. 

They may have their money invested in speculative stocks which 
pay maybe 5 or 6 or 7 percent. I do not know how they work it. 

Mr. Drncett. I am not talking about speculative stocks. I am not 
advocating speculation or any specific investments. I am seeking 
information. 

What I want to know specifically is has the Board given any thought 
to the possibility of seeking some higher form of revenue-producing 
investments for the fund ¢ 

Mr. Harrer. Yes. I thought I made that clear. 

We have been working at it rather assiduously for the last 6 months. 
And we have had some success. 

Mr. Dincett. Now on the basis of the work that you have done 
can you tell the committee whether you have considered the possi- 
bility of some of the higher interest-producing stocks or some of the 
higher interest- producing corporate bonds which are producing around 
4 or 41% or almost 5 percent today ? 

Mr. Harrrr. That has been given consideration in every hearing 
I have attended before this committee, I think. 

Mr. Dincett. How long has this been under consideration, sir? 

Mr. Harerr. Yes, we have given consideration to amendment to 
the act to permit that. As the act is constituted now we are not al- 
lowed to do that. 
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Mr. Drneett. Do you have any recommendations in any formative 
stage for Congress along these lines now ? 

Mr. Harper. We have not formally made any recommendations. 
But I suspect, in fact I am confident, that if a bill of that nature were 
brought up our Board would un: inimously recommend against it. 

Mr. Drncerx. You would unanimously recommend against a bill 
which would permit a more lucrative investment return on the dollar 
investment of the funds? 

Mr. Harper. I do not put it that way. 

Mr. Drneetx. That is a fair implication from what you have told 
me now. 

Here we are saying that the fund is not able to pay a proper dollar 
return to the employees, and, yet, you are telling me that you would 
unanimously recommend against forms of investment which would 
pay a higher return to the fund. 

Mr. Harper. No. 

Mr. Dincett. Am I right or wrong? I want to be fair about it. 

Mr. Harrer. I think you are wrong. I think you are puting me in 
a position of saying that I do not want to have more lucrative returns. 

Mr. Dinecexu. I think you have already told me that. Have you 
answered my question ? 

Mr. Harper. I say to you that I am opposed to the investment of any 
part of our funds in corporate bonds. 

Mr. Dineett. Are you opposed to the investment in FHA mort- 
gages? 

Mr. Harper. Yes, sir. 

Mr. Dineeit. Why? 

Mr. Harper. Because many of them are short term and—— 

Mr. Dincett. 20 years ? 

Mr. Harrer. How is that? 

Mr. Dinceu. 20 years ? 

Mr. Harper. Yes. 

Mr. Dineetx. All right. 

Is that grounds for opposition ? 

Mr. Harper. Most of them have an “on or before” provision. 

Mr. Dineett. I beg your pardon ? 

Mr. Harper. Most of those have an “on or before” provision. A 
man may make a 20-year loan and may pay it off in 4 or 5 years, in 
which event then the Board would be under the necessity of rein- 

vesting. 

Mr. Drncett. That is rather extraordinary circumstance for a 20- 
year mortgage to be paid off in 4 or 5 years, is it not? 

Mr. Harper. I think so. 

Mr. Dincexu. So actually that would be a very small objection to 
the thing that we are talking about here 4 

Mr. Harper. I do not regard my objections as being small. I do not 
think that this Board—— 

Mr. Drincetit. Assuming that you could receive protection against 
the fact that it has an “on or before” provision, would you be satisfied 
to invest in FHA mortgages ¢ 

Mr. Harper. No, sir. 

Mr. Drneett. You would not. 

What objection would you have then ? 
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Mr. Harper. Because our Board is not set up as a financial institu- 
tion. That is, an institution whose business 1s the manipulation of 
finances. 

Mr. Drncetx. I am not talking about manipulation of finances. I 
am talking about getting the highest return for dollar of investment 
for the recipients of the fund so that you can pay to the widows and 
pensioners and old folks and children and retirees the best possible 
pension that you can. That is what I am interested in. 

Mr. Harper. I think that the responsibility to preserve that fund 
outweighs the responsibility of getting some greater interest returns. 

Mr. Drncetu. I have just a couple more questions, Mr. Chairman. 
I will not take too much time. 

You mentioned now that you have considered for some while the 
possibility of investing in better revenue-producing securities. Would 
it be possible for us to get some thinking from your Board on the pos- 
sibility of going into other forms of securities to give a higher return 
to the fund? 

Mr. Harper. Would that include investments in railroad stocks? 
Steel ? 

Mr. Dincetxi. That would include—— 

Mr. Harper. And coal? 

Mr. Dincetu. I am going to talk here for myself and not for the 
committee, I want you to understand. 

But that would include the possibility of investment in stocks, the 
possibility of investing in mortgages, conventional FHA mortgages, 
GI mortgages, and it would include the possibility of investing 1n the 
type of security that my colleague Mr. Moss here mentioned—lease- 
purchase Government securities. And it would i include the possibility 
of investing in corporate bonds which today are paying a substantially 
higher interest rate than 3 percent. And also any other forms of securi- 
ties that might come to your mind. 

Is there a possibility ‘of us getting some communication from the 
Board on that particular subjec t in view of the studies which you tell 
us the Board has made? 

Mr. Harper. Let us assume that the suggestion is made 

Mr. Dincetxt. I am making it right now. 

Mr. Harper. That we invest in Santa Fe stocks. 

Mr. Dincewx. I am not suggesting you invest in Santa Fe stock or 
any other stock. I just want to know about the possibilities of invest- 
ing in stocks and other safe higher interest returning securities. 

Mr. Harper. The possibilities are always in every instance qualified 
by the danger involved. And I would not want to invest in any rail- 
road stocks which carried with them the danger and the possibility of 
a loss of our investment. I just do not propose—— 

Mr. Dincext. I am not suggesting that you invest in speculative 
stocks. I do not know whether the Santa Fe or any other railroad 
isspeculative. I have reason to presume there is a risk in every invest- 
ment, including investment in our Federal Government bonds. 

What I want to know is would you give the committee, or will you 
give me some communication on what your consideration of this whole 
possibility is as a result of these long studies which you say that the 
Railroad Retirement Board has made. 

Mr. Harper. I said that we have been considering it for a long time; 
not necessarily a long study. 
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That question, Mr. Dingell, has been brought up in every hearing 
that I know of, that I have attended before the committee in the last 
7 years. And, to that extent, we have made a study and given consider- 
ation to it. 

We haven’t gotten the figures down and figured out how much we 
could make if we had Pennsylvania stock or Union Pacific stock rather 
than this. We have not done that. But we have given consideration to 
these things that I have discussed. And it is the opinion of the Board 
that it involves too many dangers. 

Mr. Diner. I have to be short here because our chairman and 
the other members of the committee are anxious to finish the hearing 
this morning and get over on the floor. 

Iam going to speak for myself, sir. 

I think the Board has been far too conservative in its investment 
policy. I think they have overlooked—and I am speaking on the basis 

of what you have told me this morning—the possibility of getting a 
real good return for the dollar investment, not for their own benefit 
but for the benefit of the pensioners and old folks and women and chil- 
dren and other people who are interested in receiving a good return 
from the investment of the funds. The result is that the fund has not 
paid and cannot pay adequate benefits. 

And I think that in having so done that they have deprived these 
people of a very substantial return in the form of pensions. 

I hope, certainly, speaking for myself, that you are going to look 
into this problem, and that the Board is going to look into the problem 
and give us on the committee some intelligence as to their views on 
this, with the possibility of getting a better return for these people, 
because I happen to know that private pension funds are making safe 
investments which are paving 4 and 5 and 6 percent. And that it is en- 
abling the beneficiaries of these funds to receive an appreciably better 
return for their dollar investment than I see here as manifested in 
this comparison of benefits being paid under the Railroad Retirement 
Act. 

Mr. Harper. Mr. Dingell, if I knew what kind of report you want I 
would be glad to make an effort to provide you with the information 
you want. But I cannot give you anything more than that the Board 
has carefully examined the situation as a W vhole, and it is the decision, 
the firm decision of the Board that our responsibility is to proteet-—— 

Mr. Drnceti. But you are going to stick to these low-income-pro- 
ducing obligations. 

Mr. Harper. We are going to do what in our judgment is calculated 
to safeguard these funds. 

Mr. JARMAN. Would the gentleman yield ? 

Mr. Drncetu. I will be glad to yield to my colleague. 

Mr. Jarman. As I remember Mr. Harper’s earlier statement in the 
hearing this morning, I think he made the comment that he would be 
opposed to the three members of the Board being given the responsi- 
bility of making investments with the fund any more speculative in 
nature than the Government-bond investments are now made. 

Mr. Harper. Yes, sir, 1 made that statement. 

Mr. Jarman. That was your position. 

That is all, Mr. Chairman. 

Mr. Drncetxi. Thank you very much. 

Thank you, Mr. Chairman. 
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The Cuarrman. Thank you, Mr. Harper. 

I remember a good many years ago we had a fight on the floor of 
the House of Represe ntatives on this very item when the Government 
was paying 3 percent, and the Appropriations Committee wanted to 
change the law in that respect because it was having to pay higher 
interest than the going rate at that time. 

Mr. Dingell, I think vou would be interested in this statement. 

Mr. Dincett. I an, sir. 

The CuarrMan. | was just remarking how times change. 

They work on the basis of a long-range program. 

A good-many years ago on the floor of the House we had a fight 
with the Appropriat ions Committee because the Government was hav- 
ing to pay 3 percent interest, which was higher than the going rate 
at that time. And the railroad retirement fund was benefiting out of 
the Treasury of the United States to that extent. 

So I would assume what Mr. Harper has said is that the Board con- 
tinuously opposes private investment—that is, private loans here— 
and that they do it on the basis of the long-range problem. Today, 


perhaps, there is a higher rate of interest but tomorrow there may be 
a lower going rate. 


Mr. Harper. That is right. 

The Cuarrman. Thank you very much. 

I did want to get to Mr. Healy before we adjourned for lunch. 

Mr. Healy, how long a statement do you have? 

Mr. Hearty. Mr. Chairman, I will not be longer than 10 minutes. 

The Cuatirman. Just a moment, Mr. Harper. 

Mr. Mack has one question. 

Mr. Mack. Mr. Harper, I have the hearings from last year at which 
you testified. And you remember the bill last year, section 5 was more 
or less the controversial section. You testified to the effect that if 
that section were not included you would oppose the legislation. 

Mr. Harper. My views have changed. But there is no inconsistency 
there. 

We are now faced with a 3.2 deficit, and in self-defense, if for no 
other good reason, I would have to support the bill now because I 
recognize and am willing to meet obligations to wipe out the deficit 
incurred by the passage of that bill last year. 

So, on that basis and not on the basis of any change in my feelings 
as announced last year, I have to do it now. And I think it is the 
honorable thing to do now, to fulfill the obligation that we gave to the 
Congress. 

Mr. Mack. I appreciate that. 

This section, of course, is in the new bill. It is not in this bill, but 
a bill has been introduced and referred to the Ways and Means Com- 
mittee. This committee has no jurisdiction over that section which 
affects the income-tax deduction. 

But do you have an opinion as to what your views would be in the 
event that the Ways and Means Committee should not take action? 
Would you still support this bill, H. R. 43544 

Mr. Harrer. Yes, sir, for the reasons stated. 

Mr. Mack. Thank you very much. 

The CuarrmMan. Thank you very much, Mr. Harper. 

The committee will have to adjourn now until 2 o’clock, at which 
time we will expect Mr. Healy to present his views. 
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And then I want to announce that we are going to hear Mr. Robert 
J. Myers, the chief actuary of the Social Security Administration, 
followed by Mr. Lester P. Schoene, who is representing the Railway 
Labor E xecutives’ Association, who will fully explain the bills. 

I think it is very important for the members to be here for that. 

The committee will recess until 2 o’clock. 

(Whereupon, at 12:10 p. m., the committee was recessed, to be 
reconvened at 2 p. m., this same day.) 


AFTERNOON SESSION 


The CHatrRMAN. The committee will come to order. 
Mr. Healy, I think we had better have your views incorporated in 
the record now. 


STATEMENT OF HON. THOMAS M. HEALY, MEMBER, RAILROAD 
RETIREMENT BOARD 


Mr. Hearty. Mr. Chairman, you and the members of the committee 
have an advanced copy of my testimony. With your permission I 
would like 6 or 7 minutes to sort of summarize. 

The CHatrMan. In the meantime you would like your statement 
to be included in the record ? 

Mr. Hearty. Yes. 

The CHarmman. It will beso included. 

(The statement is as follows :) 


TESTIMONY OF THOMAS M. HEALY, MANAGEMENT REPRESENTATIVE, UNITED STATES 
RAILROAD RETIREMENT BOARD ON H. R. 4353 Aanp H. R. 435 


I am Thomas M. Healy, born and reared in New Orleans, La., lived 15 years 
in Atlanta, Ga., and for the past 18 months, a resident of Illinois. My entire life, 
practically, has been in railroad service, mainly in operating functions. I appear 
before you today as the representative of that industry on the United States Rail- 
road Retirement Board. 

I am firmly opposed to the enactment of these bills. The continual pressure for 
more and more benefits under the railroad retirement and railroad unemployment 
insurance systems, with its resultant burden on the railroad industry, to some 
extent indicated in the analysis of the Board, is wholly unjustified and can lead 
only to disaster. 

The analysis shows, for retirement purposes, an immediate increase in retire- 
ment taxes of $200 million annually, one-half of which would be paid by the rail- 
roads. It does not expose, however, that the ultimately scheduled tax increases, 
one in 1970 and another in 1975, would add a total extra burden in that later 
year of $172 million, again one-half to be borne by the railroads. In other words, 
the railroads’ additional retirement taxes under these bills would amount to $186 
million a year. 

Furthermore, the proposed railroad unemployment tax amendments would in- 
crease railroad payments by some $100 million next year, over and above the 
present annual levy. Of course, the analysis makes it plain that even this large 
additional unemployment tax paid by the railroads, who are the only contribu- 
tors to the unemployment-insurance system, will be inadequate to finance the 
benefits provided under this legislation. 

To recapitulate, the immediate additional tax burden for the railroads would 
amount to about $200 million a year and in 1975 the added amount would be 
nearly $257 million annually. 

The benefits now provided by these two social-insurance systems are generally 
far above those allowed under similar systems operated by the Federal and State 
governments for other industries. For instance, no old-age benefit paid under 
the social-security system will ever be, under the law now in effect, more than 
the recently provided maximum of $108.50 a month, whereas the similar benefit 
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under the railroad retirement system may now come to over $184 a month, and, 
ultimately, as more years of service and compensation may be credited, can go 
much higher. And such benefits under the Social Security Act are paid for at a 
total cost to employers and employees, at present, of 444 percent of payroll (that 
is, on a tax base of earnings up to $4,200 a year), whereas the current taxload 
on the railroad industry, and its workers, is nearly three times as much (124 
percent on employee earnings up to $350 a month). 

The social security tax is, of course, scheduled by law to be increased at some 
future time, and the railroad retirement tax is not, but, these bills propose to 
provide an immediate increase in the railroad retirement rate to 15 percent 
(and on a $400 a month tax base rather than $350) and after 1969, an added tax 
liability equal to the rise in taxes above 514 percent under the Social Security Act. 
The ultimate tax rate for railroad retirement will be 18 percent. 

There are limits to liberalization, and I think that that point has been reached 
long since in the railroad social-insurance systems. To go further would in- 
flict serious and completely unnecessary injury to a special, and very important, 
segment of the Nation’s economy. 

Also, aS compared with other industries, the railroads have a special problem 
which must be taken into account in considering the proposals to widen further 
the gap between the benefits paid under the railroad system and those paid 
under other Federal and State social-security systems. 

The railroad retirement system had obtained, through taxing the railroads 
and their employees for its own special purposes, 29.1 percent more revenues 
last year than 10 years ago. In this period it had increased its administrative 
expenses by 34 percent; it had raised the average annuity by 60 percent; and 
it had increased the number of beneficiaries by 129 percent, and total benefit pay- 
ments by as much as 216 percent. 

In fact, the amount of money the railroads had left in 1956 to pay dividends 
to stockholders (many of them employees) and for capital expenditures (to 
keep pace with the advances in technology) totaled only some $870 million, a 
sum no more than the Railroad Retirement Board will pay out this year in total 
benefit payments and administrative costs under both acts. 

Further illustrating the railroads’ problems are the indisputable facts that 
(1) the 1956 revenue-freight loadings decreased 6,660,219 cars from the total in 
1947, or a loss of over 100,000 trainloads; and (2) the number of passengers 
transported had dropped to no more than 431,988,922 as against 703,279,582 in 
147. While this downward trend of the railroad transportation system may 
not continue—and I do not concede in any way that the future of the railroad 
industry is dismal—I am altogether against assuming heavy additional obliga- 
tions and burdens. 

My objections to the proposed unjustified liberalizations apply both to the 
railroad retirement system and to the railroad unemployment insurance system. 
From the year 1947 to the year 1956, the average daily unemployment benefit 
rate increased by some 102 percent. 

Aside from these things: 

(a) Our research staff, sincere and thoroughly capable people, have shown the 
net cost of the railroad unemployment insurance system, with the proposals 
under these bills included, excluding administrative costs and interest earnings, 
to be 4.07 percent of creditable payroll. The average under the various State 
laws, in 1955, was 1.18 percent. 

(b) There already is a concerted effort throughout the land on the part of 
railroad management and the Railroad Retirement Board to relieve the unem- 
ployment situation through preferential recall of furloughees: placement of 
claimants in nonrailroad as well as railroad work ; through occupational changes; 
screening of new entrants and in various other ways; and 

(c) The serious problems, peculiar to the industry and of equal concern to 
its employees, which have arisen in the last decade, suggest that a complete re- 
appraisal of the act would be timely and more appropriate. 

The cost of the unemployment insurance proposals provided in this legislation 
which go beyond what other industries must meet, when added to the burdens 
otherwise imposed by employee action, such as wage rises and payment of 
fringe benefits, would increase the railroads’ operating expenses by as much as 
$1% billion since January 1, 1955. And all this at a time when railroad manage- 
ment is exerting every effort and straining to combat unregulated and uncon- 
trolled competition, to recapture traffic losses, to maintain and improve the rail- 
roads’ ability to serve the Nation in any need, to encourage investment in the 
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industry (despite an average return over the past 10 years of only 3.74 percent) 
and to safeguard, to the maximum possible extent, the welfare and security of the 
employees. 


Gentlemen, I sincerely urge that no favorable action be taken on these bills. 

Mr. Heary. Mr. Chairman, I am Thomas M. Healy, born and reared 
in New Orleans, La., lived 15 years in Atlanta, Ga., and for the past 
18 months, a resident of Illinois. My entire life, practically, has been 
in railroad service, mainly in operating functions. I appear before you 
today as the representative of that industry on the United States Rail- 
road Retirement Board. 

Around here this morning I felt like the Lone Ranger for all of 
my people, through unavoidable circumstances, were appearing before 
the Senate committee on similar legislation. I am happy that the 
advance guard of the supporting troops have now arrived. 

Mr. Chairman, I have also been asked to inform you that my col- 
league, Horace W. Harper’s quick request for the deletion of a term 
this morning was not due to fear of reprisal but to a sudden realiza- 
tion that he had a birthday last week. In introducing his bill before 
the House of Representatives, and I might say I am talking to H. R. 
4353 and H. R. 4354, and again this morning, your esteemed and very 
able chairman made it perfectly clear that the soundness of this rail- 
road insurance system must be faithfully preserved for the future 
benefits of currently active workers and his thoughts were carefully 
considered in reac hing my ye ‘ision. I am firmly opposed to the enact- 
ment of H. R. 4353 and 43: 

This calanal, pressure tz more and more benefits under the rail- 
road retirement and railroad unemployment insurance systems, with 
its resultant burden on the railroad industry, is wholly unjustified 
and can lead only to disaster. The analysis of the Board shows for 
retirement purposes an immediate increase in retirement taxes of $205 
million annually, one-half of which would be paid by the railroads, the 
other half by currently active employees who are, willingly or nay, 
also carrying a large share of the present cost of benefits to those who 
have retired or will retire without contributing commensurately to 
the system. 

The analysis does not expose as clearly, however, that the ultimately 
scheduled tax increase, one in 1970 to 17 percent and another in 1975 
to 18 percent, would add a total extra burden in that later year of 
$172 million to be shared equally by employees and employers. 

In other words, the railroad’s additional retirement taxes would 
alone amount to $186 million a year. 

Furthermore, the proposed railroad unemployment tax amendments 
would increase railroad payments by some $100 million next year, over 
and above the present annual levy. Of course the analysis makes it 
very plain that even this large additional assessment against the rail- 
roads, who are the sole contributors, will be inadequate to finance the 
benefits proposed. Thus we face an immediate additional tax burden 
on the railroads of about $200 million per annum. The benefits now 
provided by these two social insurance systems are generally far above 
those allowed under similar systems operated by the Federal and 
State Governments for other industries. 

For instance, no old-age benefits paid under the social-security sys- 
tem will ever be, under the law now in effect, more than the recently 
provided maximium of $108.50 a month, whereas the similar benefit 
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under the railroad retirement system is now over $184 per month and, 
ultimately, as more years of service and compensation may be credited 
can go much higher’ without any aid through further amendments. 

And such benefits under the ‘Social Security Act are paid for at a 
total cost to employers and employees at present of 414 percent of pay- 
roll earnings up to $4,200 per annum, while the current taxload on 
the railroad industry and its workers is now 3 times as much or 1214 
percent on employee earnings up to $350 a mosith. 

Now with an increase in total tax contributions estimated to pro- 
duce $200 million annually it is proposed to add another general ad- 
vance of 10 percent in all benefits and to liberalize the act in other 
areas to the tune of $162 million per year. Thus in my simple arith- 
metic the current deficiency would be reduced from $170 million to 
$132 million or $46 million more than was certified in the sixth actu- 
arial valuation. 

Of course there is the rainbow’s end which indicates that on a level 
cost basis this $132 million deficiency would be reduced by $111 mil- 
lion to $21 million when contr ibutions under the Railroad Retirement 
Act as proposed in this bill will again rise in 1970 and 1975 some 13 
and 18 years hence. ‘There are limits to liberalization and I think that 
that point has been reached long since in the railroad social-insurance 
system. 

To go further would inflict serious and unnecessary injury to a very 
import: unt segment of the Nation’s ec onomy. 

The railroad retirement system had obtained, through taxing the 

railroads and their employees for its own speci: al purposes 29.1 per- 

cent more revenues last year than 10 years ago. In this period it had 
increased its administrative expenses by ‘ 34 percent. It had raised 
the average annuity by 60 percent. It had increased the number of 
beneficiaries by 129 percent, and total benefit payments by as much as 
216 percent. 

Now, Mr. Chairman, and gentlemen, the security of the railroad’s 
social-insurance system is dependent entirely upon the welfare of the 
railroads. Yet, in striking contrast, the railroads handled last year 
about 10 percent less freight than in 1947 and, in fact, the amount of 
money that the railroads had left in 1956 to pay dividends to stock- 
holders, many of them employees, and for capital expenditures to keep 
pace with the advances in technology and replenish the freight car 
supply among other things, totaled only $874 million, a sum just 
slightly more ‘than the Railroad Retirement Board will pay out this 
year in total benefit payments and administrative costs under both 
acts. 

Now we hear a lot about the technological advances on the railroads 
and their effect. Further illustrating the railroad’s problems are 
the indisputable facts that the 1956 revenue freight loadings decreased 
approximately 7 million cars from the total in 1947 or a loss equivalent 
to over 100,000 trainloads. And the number of passengers carried 
dropped to 431 million compared to 703 million in 1947 or another loss 
equivalent to some 270,000 average trainloads. 

You heard my colleague, Mr. H: arper, describe to you the steps a 
man must move through to become an engineer. 

Take the situation concerning merchandise carloadings which have 
dropped practically 50 percent in the last 10 years. To handle mer- 
chandise or LCL freight requires a receiving clerk, a trucker, a stower, 
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car sealer, and bill clerk at origin. The same personnel, plus a cashier 
Is required at destination. Remember that please when you visualize 
that we are loading 3 million less LCL cars today than we did 10 years 
ago, and practically 5 million less than 15 years ago. 

While this downward trend of the railroad transportation system, 
the Nation’s No. 1 reliance in peril or need, may not continue, and 
I do not concede in any way that the future of the railroad industry is 
dismal, I am all together against saddling the industry with addi- 
tional obligations and heavier burdens. My objections to the proposed 
unjustified liberalizations apply both to the railroad retirement sys- 
tem and to the railroad unemployment-insurance system. 

From the year 1947 to the year 1956, for example, the average daily 
unemployment benefit rate rose by some 102 percent. Aside from 
these things our research staff, sincerely and entirely capable people, 
have shown the net cost of the railroad unemployment-insurance sys- 
tem, including the proposals in this bill but excluding, for compara- 
tive purposes, administrative cost and interest earnings, to be 4.07 
percent of creditable payroll. 

The average contribution rate, they tell me, under various State 
laws in 1955 was but 1.18 percent. 

There is already a concerted effort throughout the land on the part 
of railroad management, railroad labor and the Railroad Retirement 
Board to relieve the unemployment situation through preferential 
recall of furloughees, placement of claimants in nonrailroad as well 
as railroad work, through occupational changes, screening of new 
entrants and in various other ways. 

The serious problems peculiar to the industry and of equal concern 
to its employees which have arisen in the last decade suggest that a 
complete reappraisal of the act would be timely and more appro- 
priate. 

The cost of the proposals in these bills when added to the burdens 
otherwise imposed, such as augmented wages, health, welfare, and 
other benefits, would increase the railroads’ operating expenses by as 
much as one and one-half billion dollars since 1954, And all this ata 
time when railroad management is exerting every effort and straining 
to combat unregulated and uncontrolled competition to recapture traffic 
losses, to maintain and improve the railroads’ ability to serve the Na- 
tion in any need, to encourage investment in the industry, despite an 
average return over the past 10 years of only 3.74 percent and to safe- 
guard to the maximum possible extent the welfare and security of the 
employees. ; 

Gentlemen, I sincerely urge that no favorable action be taken on 
these bills. 

The Cxuatrman. Does anyone have questions of Mr. Healy? 

Mr. Mack. Yes. 

The Cuatrman. Mr. Mack. 

Mr. Mack. Mr. Healy, I notice that you wound up your statement. 
by stating that you favored no action on any of these bills. 

"Mr. Hearty. On those two bills, specifically H. R. 4353 and 4354. 

Mr. Mack. May I conclude from that that you are in favor of some 
of the legislation that has been introduced ? 

Mr. Heaty. No, sir, as my colleague, Mr. Harper told you this morn- 
ing, and Mr. Habermeyer both, we are unanimously opposed to all 
other bills. 
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Mr. Mack. You are opposed to all bills? 

Mr. Heary. Yes, sir, we are a unit on all other bills. 

Mr. Mack. I was w ondering if you had any views as to what should 
be done about that $169 million deficiency ? 

Mr. Hearty. The President’s statement, also the assurances of the 
Senate committee when S. 3616 was enacted last year, very clearly 
were concerned with the solvency of the fund. Neither contemplated 
any further increases or liberalizations in present benefits. 

Mr. Mack. What are your suggestions for making that solvent ? 

Mr. Hearty. My suggestion would be that we take care of what has 
already been done, limit action to the wiping out of that deficiency 
of $169 million and stop there. 

Mr. Mack. In other words, you are in favor of increasing the contri- 
bution. 

Mr. Heaty. I do not see that any of us have any alternative. 

Mr. Mack. You are in favor of increasing the contribution ? 

Mr. Heary. To that extent and that extent only. 

Mr. Macx. I have no further questions at this time. 

The Cramman. Does anyone else have any questions? Mr. 
Younger ? 

Mr. Youncer. That deficit of $169 million, does that include the 
amount you owe social security ? 

Mr. Heaty. It is figured in our actuarial study. 

Mr. Youncer. That includes the amount that you owe the social 
security ? 

Mr. Heaty. Yes, sir. 

The Cuarrman. Mr. Moss. 

Mr. Moss. Do I understand, Mr. Healy, that it is your contention the 
present retirement payments are completely adequate ? 

Mr. Heaty. Yes, sir. 

May I say a few words there? 

Mr. Moss. Yes, certainly. 

Mr. Heary. This whole railroad retirement system and unemploy- 
ment insurance system has a common root with the railroads. You 
cannot keep on increasing benefits and increasing taxes when your 
operating expenses and the percentage of business you handle are de- 
creasing constantly. 

Mr. Moss. I think that is so elemental as to not require repeating. 

Mr. Heary. That is right. 

Mr. Moss. That is quite an obvious fact. 

Mr. Heary. That is right. 

Mr. Moss. But you are dealing here with men who are part of an 
overall society and you are competing. The railroads have to compete 
for manpower with other large employers. Do you feel that the rail- 
road retirement system is keeping pace with the retirement systems 
available in other major American industries where you not only have 
the industry retirement but you have the benefits of social security or 
old age and survivor insurance available ? 

Mr. Hraty. There are two answers to that. In the first place as I 
have tried to point out, and I think as the Chairman’s statement, which 
you gentlemen have, shows the railroad retirement system is far su- 
perior to social security. That is No. 1 


Mr. Moss. We will concede that. 
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Mr. Heaty. No. 2, the railroad retirement system is federally admin- 
istered, thereby making it Government- supervised, if you please. I 
don’t know to what extent the industrial pensions are safeguarded. 
They are certainly not, in my opinion, as much as ours. I think we 
have adequate protection under the Federal laws. 

Mr. Moss. My question did not go to the degree of prmenee 
afforded the trust fund but rather to the competitive character of the 
benefits in a total package accruing to a retiree of the railroad system 
as compared to the total benefits accruing to a retiree of some of the 
other major industrial employers of this Nation. 

Mr. Hearty. Without exactly getting into detail, I would say that 
the railroad retired workers are in better condition today than any 
other workers. 

Mr. Moss. Now let me understand you correctly. It is your impres- 
sion that the benefits available under the railroad retirement system 
are superior to those under other major employers when we take the 
total package including the industry retirement system plus social 
security ? 

Mr. Heraty. That is right. That is my impression. 

Mr. Moss. Now is that just snap judgment or is it the result of an 
informed opinion after a study of the benefits available under other 
systems ¢ 

Mr. Heaty. There was no particular study on my part. I have seen 
some comparative figures which so indicate, but 1 have had contacts 
and conversations with people under both systems who constantly say 
our retirement system is superior to others. 

Mr. Moss. I still want to emphasize that the final criteria would be 
the combined retirement available, well, we will say, under the private 
plan of some major utility, plus the social-security rights the employee 
has. Yours is a single package for retirement purposes. 

Mr. Hearty. To this extent, you mean it covers retirement, disability, 
survivors ? 

Mr. Moss. No, I mean when the railroad employee retires after a 
lifetime of service in the railroad industry, that he has one retire- 
ment check while the employee of a major utility would probably 
have two, that of the company’s system plus that of the Federal old 
age and ee es 

Mr. Hearty. Now, I do not know. I would not want to answer 
that except to this extent. When I say supplemental, that is over 
and above what they get from social security and some figures I have 
seen do not indicate they would get a total more than $184.30 a month. 

Mr. Moss. There would be no point in pursuing this further unless 
you have some specific information. It would be my judgment that 
you are in error. 

Mr. Heaty. Well, I do not think so, but of course that is our pre- 
rogatives. 

Mr. Moss. That is right. 

Mr. Heaty. I believe I will still stick to mine. 

Mr. Moss. If you have figures I would appreciate them. 

Mr. Heaty. I will try to get them. 

Mr. Moss. That is all I have. 
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(The following letter was later received from Mr. Healy :) 


UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 


Chicago, Ill., May 22, 1957. 
Hon. JoHN E. Moss, 


Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR Mr. Moss: In my appearance before the committee during hearings on 
H. R. 4353, and pursuant to your request, I promised to obtain, if possible, a 
comparison of benefits under supplemental private pension plans with those 
under the railroad retirement system. 

It has been a slow and difficult task which accounts for my failure to re- 
spond earlier, In fact, none of the private plans is strictly comparable with the 
railroad retirement system, as they differ so markedly in eligibility requirements, 
types of benefits, formulas, ete. 

So far as we could determine on a comparable basis, retirement benefits for 
an employee, at age 65 with 30 years of service and level monthly earnings of 
$350 are: 

Bituminous coal operators : $208.50 ($100 and social security). 

Railroad retirement system: $205.20 (and sometimes social security). 

United States Steel Corp. : $180.50 ($72 and social security). 

General Motors Corp. : $175 ($67.50 and social security ). 

General Electric Co. : $176 ($67.50 and social security ). 

Ford Motor Co. : $176 ($67.50 and social security ). 

Bethlehem Steel Corp. : $163.50 ($55 and social security). 

B. F. Goodrich Co. : $162.50 ($54 and social security). 

Goodyear Tire & Rubber Co. : $162.50 ($54 and social security). 

Bell telephone system : $154.25 ($45.75 and social security). 

Except as to the railroad retirement system, all of the foregoing amounts in- 
clude $108.50 benefits under the Social Security Act. On the other hand, bene- 
ficiaries under the railroad retirement system may, in addition, receive bene- 
fits under private plans and social security. The railroad system has many other 
advantages. 

1. It is evident that the private plans are products of collective bargaining 
agreements and included in a package along with wage increases etc., as is true 
of certain health and welfare benefits in the case of railroad employees. I be- 
lieve it appropriate to here mention that, under the Railroad Unemployment In- 
surance Act, in addition to unemployment benefits, railroad employees, contri- 
buting nothing to such fund, are provided with sickness, accident and maternity 
benefits. 

2. The private plans are subject to various conditions and individual changes 
or terminations. The railroad retirement system can be modified only by con- 
gressional action. 

3. The railroad retirement system provides for occupational disability at age 
60 with 10 years of service or at any age with 20 years of service. Neither the 
private plans nor social security have provisions for occupational disability. 

4. The railroad retirement system provides for total and permanent disability 
at any age after 10 years of service. The bituminous coal operators’ plan has no 
provisions whatever. The others require 15 years of service. Social security is 
not available below age 55. 

5. The railroad retirement system is an industrywide plan, while company 
plans apply to individual companies only. A railroad employee never loses his 
annuity rights under the railroad retirement system. He can transfer from 
one railroad to another, or depart from and return to railroad employment, and 
each period of service will be duly credited to his account. Under company 
plans, employees transferring to other employment typically forfeit their supple- 
mental pension benefits when severing connections with the companies. 

6. The railroad retirement system, United States Steel and bituminous coal 
plans are the only ones listed above which do not require compulsory retire- 
ment. 

I will appreciate your incorporation of this letter as a part of the record in 
the hearings on H. R. 4353 and related bills. Am sending copies direct, as noted, 
to Chairman Harris and to Mr. Elton J. Layton. 

With all good wishes, I remain, 

Sincerely, 
T. M. HEALy. 
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The Cnatrman. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

Referring back just a minute, Mr. Healy, I would like to say I am 
very much personally interested in this information you are going 
to supply Mr. Moss. I have been trying to get some kind of compara- 
tive figures all day between the railroad retirement system and a re- 
tirement system of another similar major industry in the United 
States. 

I think one guide to probably the retirement program of any in- 
dustry would be the success in recruiting help. Do you have any 
problems in recruiting help at all? 

Mr. Hearty. Well, in the railroad business today, as in others, our 
particular problem is technicians. Electricians, machinists, and other 
specially skilled workers are in short supply. We have a pretty good 
reservoir of others. 

Mr. Avery. Refering to section 3 on page 3 of your statement where 
you say essentially this, that serious problems which have arisen in the 
last decade might suggest a complete reappraisal of the act. 

Just what did you ‘have in mind? 

Mr. Heaty. I have several particular areas in mind. For example, 
while we are considering the possibility of amending the act, I cannot 
conceive that the original intention, certainly not in fairness and 
equity, was for a man to voluntarily quit and then draw unemployment 
insurance to the maximum possible extent. 

To illustrate, in fiscal 1954-55 and 1955-56 we had a total of 22,000 
men who drew $11 million in unemployment insurance benefits. Those 
were voluntary quits. I don’t think if a man is discharged for just 
cause he should be entitled to unemployment insurance. Yet in the 
same 2 years we paid 15,000 persons roughly $7 million for that. 

I don’t think suspensions for just cause are intended under the act. 
Now I am talking about the conduct of the man himself. 

Mr. Avery. Not laid off; he just quits / 

Mr. Heary. We paid 4,000 of those, over $2 million in the last 2 
years. I will probably get shot for this, but I will preface it by saying 
my wife and I had 10 children. I can’t see where maternity, an act of 
love, if you please, has anything to do with the operation of a railroad 
or involuntary sickness. 

Now those are the things I had in mind, yes, sir. 

Mr. Avery. Do I understand you to say that the expense of the con- 
finement case is paid out of the-——— 

Mr. Heaty. No, sir; but they draw unemployment pay via mater- 
nity and sickness insurance. That cost us about $4 million ast year. 

Mr. Avery. If a man just walks off the job, so to speak, he is en- 
titled to full unemployment compensation ? 

Mr. Heatry. That is right, for 130 days. 

Mr. Avery. Does that terminate any other benefits he might have? 

Mr. Hearty. You mean on the railroad ? 

Mr. Avery. No, I don’t mean seniority benefits, I mean any benefits 
he might have for retirement later on. 

Mr. Heaty. If he has 10 years of service, we will have to pay him 
retirement regardless, because he has earned that. But if he has less 
than 10 years and he does not return to railroads we put him in social 
security. 
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Mr. Avery. If he has worked 10 years now and walks off the job 
he draws full unemployment compensation. 

Mr. Heaty. For 130 days. 

Mr. Avery. Yes. And then when he becomes age 65, even though 
he has never come back to work he draws minimum retirement pay. 

Mr. Hearty. No, sir, he draws the amount to which he is entitled 
which may be more than the minimum. That is something you cannot 
take away from him. 

Mr. Avery. That is all. Thank you, Mr. Chairman. 

The Cuarrman. Mr. O’Brien. 

Mr. O’Brien. Do all employees of the railroads, from the president 
down, belong to the railroad retirement system ? 

Mr. Heaty. Yes, sir, by law, based on earnings up to $350 per month 
for all. 

Mr. O’Brien. Then the president of the railroad would get the same 
on retirement ? 

Mr. Heaty. Yes. 

Mr. O’Brien. Is there a special retirement pension for some mem- 
bers of management of the railroads in addition to the railroad retire- 
ment ¢ 

Mr. Hearty. None under our law, no, sir. 

Mr. O’Brren. Are there in the railroads? I am speaking of the 
railroads generally. 

Mr. Heatry. I assume they have but that would be an individual 
railroad proposition. 

Mr. O’Brien. But you do know that there are some railroads which 
grant substantial pensions to management personnel when they retire ? 

Mr. Heary. I do not know about substantial. I would say it is a 
matter of common knowledge that some railroads have some supple- 
mental plans. 

Mr. O’Brien. At least they are much more substantial than what 
they would get under the regular retirement, the railroad retirement 
system. 

Mr. Hearty. Well, of course, the first think done is to deduct re- 
ceipts from the railroad retirement system. 

Mr. O’Brien. Now the man who walks off the job and gets unem- 
ployment compensation, if he has had 9 years and 11 months in the 
system when he quits he sacrifices that ? 

Mr. Hearty. The law specifically says 10 years. 

Mr. O’Brien. To that extent those who so retire, what they have 
paid in does strengthen to some extent the retirement fund? 

Mr. Heary. No, because that goes into our interchange with social 
security. 

Mr. O’Brien. Are not the railroad men entitled to both social se- 
curity and railroad retirement ? 

Mr. Heatry. If they earn it; yes, sir. 

Mr. O’Brren. Thank you. 

The Cuatrman. Mr, Alger. 

Mr. Arcer. Mr. Healy, your statement says 1955 and you said 1954. 

Mr. Hearty. Actually it should be 1954. It is beginning January 
ki 1955. 

Mr. Auger. That is all, Mr. Chairman. 

The Coatrman. Doctor Neal? 


ie) et Maa oe eae Bs aE bs ere a Le tae ES IN Sl SO a AE te - e aie saree 2 
= Sec Sn a 





a nae 


SSS 


ihc i a 
ee 


SF eee ASR RISO Ao eke 5 


Sere ik eS 


ae 


rae 
Sano 


onc: re 


2 AT NGO tal A NLS NTO 








164 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


Mr. Neat. Mr. Healy, I do not understand your relations with the 
social-sec urity setup. There was a statement made by one of the gen- 
tlemen this morning that about once every year you go over the whole 
program for the year to readjust the payments of railroad pensions 
with the social-security system. Does that apply to all employees? 

Mr. Hearty. With less than 10 years of Serv ice. 

Mr. Neat. With just less than 10 years’ service ? 

Mr. Heaty. Yes. 

Mr. Neat. Is no employee who has been with the railroad for 10 
years entitled to social security ¢ 

Mr. Heary. Only if he earns it in his own right. For example, 
if he works 10 years for a railroad and then goes to work for an in- 
dustry and gets 10 years in industry he is entitled to both. 

Mr. Neat. Does he get both in full? 

Mr. Heary. That is right, at retirement age 65. 

Mr. Moss. Will you yield at that point ? 

Mr. Neat. Yes. 

Mr. Moss. When you say in full you mean he gets the amount he 
would be entitled to after 10 years of employment ? 

Mr. Heaty. Yes; that is right. 

Mr. Moss. He does not get the maximum which could be available 
under the railroad system ? 

Mr. Heaty. If he earned it, yes; he could. 

Mr. Moss. He would not earn it in 10 years? 

Mr. Heaty. No. 

Mr. Moss. It would be just the amount computed on the basis of 
10 years? 

Mr. Hearty. Yes. 

Mr. Neat. You are speaking of maximum social security ? 

Mr. Moss. Of the railroad benefit, of the railroad retirement an- 
nuity. 

Mr. Neat. Does any employee of the railroad that has been in 
service 10 years receive the maximum ? 

Mr. Heaty. No, sir; it is based on his earnings over a period of 
years, sir. 

The Cuarrman. Mr. Jarman. 

Mr. Jarman. I have no questions, Mr. Chairman. 

The CuatrmMan. Mr. Derounian ? 

Mr. Derounian. Assuming that H. R. 4353 should become law, 
based upon your experience w vould you say that there is a good chance 
of a fair increase in passenger fares and freight rates? 

Mr. Heary. That would be strictly a matter of railroad manage- 
ment policy. They would probably handle it the way you and I raise 
our different families. So far as any general freight increases, I would 
guess, no. 

Mr. DerountAn. No further questions. 

The CuHarrmMan. What was your reply? 

Mr. Heaty. I don’t think this would result in any general freight 
rate increases at the moment. 

The CHarrman. Do you know what the total earnings of the rail- 
roads of the country were last year ? 

Mr. Herary. The net income was $874 million. I can give you the 
whole picture if you wish, Mr. Harris. 
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Now this is for 1956. You can compare it with 1947. Total operat- 
ing revenue for 1956 was $10,000,550,000. Net income, $874 million. 

Now the net income with which as I said we pay stockholders, buy 
freight cars, improve the physical plant, for the past 10 years has aver- 
aged just $730 million a year and we are paying out almost $900 mil- 
lion this year in the Railroad Retirement Board through benefit pay- 
ments and administrative expenses. In other words, the railroad re- 
tirement system and unemployment insurance system is costing more 
today per year than the railroads earned on an average in net income 
for the past 10 years. 

The Osta ay: The point is, as you explained a moment ago, that 
this program for increasing benefits would cost the employer and the 
employee $100 million each annually on the retirement part of it. 

Mr. Heaty. Yes; plus $100 million on the unemployment side. 
That is for the railroads only. 

The Cuarrman. Which means $200 million a year for the railroads? 

Mr. Hearty. That is right. 

The Cuatrman. Is there any other place that the $200 million could 
come from other than out of the $800 million ? 

Mr. Heary. None except to tighten up our belts. 

The Cuatrman. Could that be done? 

Mr. Heary. It would have to be done. 

The Cuarrman. Did you ever operate a railroad ? 

Mr. Heaty. No, sir; but I operate a family. I know how much 
comes in and what goes out. I know what I have to do when the out- 
go comes too close to the income. 

The Cuatrman. I think those questions are appropriate and cer- 
tainly important. I understand there will probably be some railroad 

residents here who can give some concrete information as to how this 
jepiclation would affect them. 

Thank you very much. 

Mr. Hearty. Thank you, Mr. Chairman, and gentlemen. 

The CuHarrman. Now we have Mr. Robert J. Myers, Chief Actuary, 
Social Security Administration. 


As I understand, you appear representing the Secretary of Health, 
Education, and Welfare. 


STATEMENT OF ROBERT J. MYERS, CHIEF ACTUARY, SOCIAL 
SECURITY ADMINISTRATION, DEPARTMENT OF HEALTH, EDUCA- 
TION, AND WELFARE 


Mr. Myers. Mr. Chairman and members of the committee, my name 
is Robert J. Myers. I am Chief Actuary of the Social Security Ad- 
ministration in the Department of Health, Education, and Welfare. 

At the request of the Secretary of Health, Education, and Welfare, 
I am appearing to give testimony and to be of any assistance that I 
can in regard to the actuarial cost aspects of the pending railroad 
retirement legislation, under the identical bills H. R. 4353 and 4354 
and several other similar bills, as it relates to the old-age survivors, 
and disability insurance system of the Social Security Act. 

As you know, the 1951 Amendments to the Railroad Retirement 
Act contained a number of provisions making for closer relationships 
and coordination of the railroad retirement and OASI systems. For 
one thing, there was a considerable shift in philosophy such that, on 
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the whole, the intent was to eliminate from any benefit coverage all 
railroad employees with less than 10 years of service by making them 
covered under the OASI program. for both retirement and survivor 
benefits. Another important provision was that involving so-called 
financial interchange. The philosophy of the latter is that the OASI 
trust fund—and now the newly created disability insurance trust 
fund—should be put in the same position as it would be if railroad 
employment had always been covered under social security (and, ac- 
cordingly, the contributions were received by OASI for such employ- 
ment and, correspondingly, benefits were paid). 

This financial interc hange provision was apparently instituted be- 
cause it was believed that the cost of OASI benefits for railroad em- 
ployees would be higher-than-average, and accordingly, since they are 
not in OASI coverage, the OASI cost is reduced. Then, as the theory 
goes, this “savings” in cost of the OASI system should be given to the 
railroad retirement system. The Railroad Retirement Board believes 
that this financial interchange provision will yield a considerable gain 
= the railroad retirement system—somewhere in the neighborhood of 

14 percent of payroll on a level-premium basis. On the other hand, 
it is my belief that over the long run such again will not materialize. 

It is recognized that in the next few years there will be a substantial 
transfer of money from the old-age and survivors insurance trust fund 
and the disability insurance trust fund to the railroad retirement ac- 
count. But I believe that eventually this will be reversed, and there 
will be close to a long-range balance between the two systems or, in 
other words, that there will be little net gain to either one. This belief 
is based on the premise that railroad employment will continue more or 
less stable and that in the distant future a relatively high proportion of 

railroad workers and their wives will qualify for OASDI benefits on 

the basis of nonrailroad employment. Under these latter circum- 
stances, the financial interchange provision will not produce as large 
a relative benefit credit to the railroad retirement system as it will do 
in the immediate future. 

The pending legislation would not make any changes in the railroad 
retirement system that would either directly or indirectly affect the 
finances of the OASDI program. In other words, the results of the 
transactions under the financial interchange provisions would be ex- 
actly the same under the pending legislation as under the existing 
legislation. 

In brief, the pending legislation would increase retirement and sur- 
vivor benefits under the railroad retirement system by about 10 per- 
cent and would make certain other benefit changes that are relatively 
minor as far as cost aspects are concerned. On the financing side, the 
bill would increase the combined employer-employee tax rate under 
the railroad retirement system from the present 1214 percent to 15 
percent immediately and, on the basis of existing social-security legis- 
lation, to 18 percent in the long range. The actuarial-cost estimates 
of the Railroad Retirement Board indicate that the combined effect of 
these changes would be to reduce the present actuarial deficiency, 
which is in the neighborhood of 3.2 percent of payroll, by close to 90 
percent or, in other words, to somewhat less than 0. 4 percent of payroll, 
while at the same time meeting the cost of the benefit liber alizations, 

These cost estimates are, upon my brief examination, quite reason- 
able and consistent with those previously made for the present system. 
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It should, however, be noted that they are based on the assumption that 
the financial interchange provision will produce a net gain to the 
railroad retirement system of almost 114 percent of pay roll on a level- 
premium basis. While I cannot say that this estimate is unreasonable 
and cannot possibly be materialized, it should be noted that according 
to my estimate there will be no significant financial gain to either 
system from the financial interchange provision, and if this were to 
eventuate, then the actuarial deficiency of the railroad retirement 
system would be somewhat in excess of 11 4 percent of payroll on a 
level-premium basis. This would be a situation worthy of very seri- 
ous consideration since it might mean an eventual railroad retirement 
tax of 20 percent of payroll from employer and employee combined 
being required. 

I do want to emphasize, however, that cost estimates for no other 
provision of the Railroad Retirement Act are as susceptible to vari- 
ation as those for the financial interchange provision, since the im- 
portant cost factors of the latter are, to such a great extent, depend- 
ent upon how much movement back and forth between the railroad 
industry and other industry of the country occurs in the future. 

Mr. Mack (presiding). Does that conclude your statement ? 

Mr. Myers. That concludes my prepared statement. 

Mr. Mack. Are there any questions ¢ 

Mr. Moss. Yes, I have some questions. I am very much interested 
in the apparent disagreement between you and the Railroad Retire- 
ment Board on computing the effect of this financial interchange. Is 
the Board advised by actuarial experts # 

Mr. Myers. Yes, sir, and very well qualified ones. I might say, 
Mr. Moss, this lack of agreement in actuarial estimates is not some- 
thing new but it was stated at least 5 years ago when the original 
legislation dealing with the financial interchange was under consider- 
ation by the Congress. 

Mr. Moss. How did we arrive at the disagreement, the matter of 
method or interpretation of the facts / 

Mr. Myers. | would say it is a matter of the assumptions made be- 
cause, as I mentioned at the very conclusion of my statement very 
briefly, a great deal depends upon how much flow back and forth 
between the railroad industry and other industry there is. 

In other words, if we knew that all railroad workers were permanent 
career workers and never were employed in any other industry, there 
would be no quest ion. But the difhe ulty, and as I say it isa ver y great 
difficulty in making these actuarial computations, is not knowing y how 
many railroad workers at some time during their lifetime will acquire 
sufficient social-security coverage to obtain the separate benefits, as 
the previous Witness me ‘ntioned is possible. 

Mr. Moss. I am very hazy on this interchange arrangement. The 
rate of contribution up to the 10-year period that a transfer would 
occur is greater on the railroad system than it is under the old-age anc 
survivors insurance; is it not / 

Mr. Myrrs. Yes, sir; that is correct. 

Mr. Moss. Is just the employee contribution transferred or is the 
employee-employer contribution both transferred ¢ 

Mr. Myers. In the case of the short-service employees you are re- 
ferring to, the only part that is transferred to the social security sys- 
tem is the employer and employee contribution at the social-security 
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rate. The balance representing the excess of the railroad retirement 
rate stays in the railroad retirement account for the benefit of that 
system. 

Mr. Moss. Well, at best we have disagreement between qualified ex- 
perts on the assumptions which properly apply in arriving at an an- 
swer as to the rate of exchange. 

Mr. Myer. Yes, sir; that is correct. As I said in my statement, it 
is quite possible that the estimates of the Railroad Retirement Board 
will eventuate, but there is this very considerable range of error, par- 
ticularly as to what will happen in the future. Not so much as what 
will happen in the past because so much of the cost result is dependent 
on future action. For example, a railroad worker can not only earn 
social-security benefits before or after his railroad employment, but 
he can also earn them simultaneously. 

For instance, if a regular full-time career railroad worker operates 
a small farm in his spare time, as far as the social-security system is 
concerned he is considered a farmer and he could well qualify for social 
security benefits by relatively nominal earnings from self-employment 
that way. If many railroad workers did that, there would be no ques- 
tion that the financial interchange money would flow very much more 
our way than if railroad workers stayed on their railroad job and 
never did anything else. 

Mr. Moss. Your studies indicate that a great number of railroad 
employees do have outside activities which bring them under covered 
employment simultaneously with their railroad employment. 

Mr. Myers. The studies that have been made of that factor indicate 
that a sizable number do—although among the older career employ- 
ees, those who are currently retiring relatively few have. 

Mr. Moss. Has any trend developed there? 

Mr. Myers. We have not made any studies of the very latest data, 
especially since our program’s coverage was extended so broadly 
by the 1954 amendments. The difficulty i is that this wage information 
takes quite a number of months before it comes in and before it is 
tabulated. 

There is also the question, too, in regard to wives of railroad workers, 
how many of them will qualify for social-security benefits in their own 
right. The wives of currently retiring people did not have a chance to 
be covered by social security in their youth, whereas many younger 
women currently work quite a number of years before they are married, 
so under existing conditions they can qualify for social-security bene- 
fits. The more that that happens the less financial interchange there 
would be flowing to the railroad-retirement system. 

Mr. Moss. Would not the wife have to continue in covered em- 
ployment for a given number of years before she would be covered 
with rights at the time of retirement ? 

Mr. Myers. Yes, sir. But 10 years is sufficient, and with present- 
day labor conditions and with more and more women wor king during 
their youth, it is quite likely a woman can work from the time she is 
aged 18 up to 28 or 30 and possibly do a little part-time employment 
after she is married. So there is a very considerable question of how 
many of these younger women today will qualify in the future. 

Likewise in the case of men, many of them before they go into rail- 
roading will have other jobs and will accumulate a certain amount 
of social- -security credits. There is always the question if they will 
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get enough to meet the 10-year requirement in the social-security 
system. 

Mr. Moss. This is a question then that is basic to the whole problem 
of the fund rather than to the two principal bills under discussion 
here today. 

Mr. Myers. Yes, sir; that is correct. It is applicable just as much 
to the present legislation but the Department believed that it should 

‘all this matter to the committee’s attention in its consideration of 


the actuarial aspects of the railroad-retirement system as it relates 
to the OASI system. 


Mr. Moss. Thank you. 

Mr. Mack. Mr. Younger. 

Mr. Youncer. Mr. Myers, if a man works in the railroad for 8 
years does the Railroad Retirement Board transfer the full 8 years 
premiums or tax or do they wait and transfer to social security only 
when you have a claim and they pay the claim? 

Mr. Myers. What is actually done is that not only for the short- 
service employees but in effect for all employees, the social-security 
taxes, both the employer and the employee taxes, are transferred to 
us and at the same time we credit the railroad retirement system with 
the benefits that we would pay to the long-service railroad employees. 
Thus there is a net adjustment rather than an actual flow of money 
one way and then passing it back the other way. 

Mr. Youncer. You mean the tax for all employees, regardless of 
the period, beyond 10 years are transferred the same way ? 

Mr. Myers. Yes, sir; that is correct. There are really two sep- 
arate concepts involved here. The one concept is that all the short 
service railroad employees, namely those with less than 10 years, are 
in effect given to the social-security system as to benefit rights. That 
is not the financial interchange provision in itself. 

The financial interchange provision of itself states that the social- 
security system shall be placed in the same position as it would have 
been if all railroad employees had always been covered under social 
security. 

In other words, if I might amplify that a moment, we are credited 
and we have been credited in the past with the total taxes that would 
have been collected from all railroad employees, whether they are long 
service or short service. At the same time we credit the railroad retire- 
ment account back with the benefits that we would have paid if those 
people had been under the social-security system. 

Mr. Youncer. In other words, what you have done actually is the 
Railroad Retirement Board has pure hased reinsurance through you to 
the extent of benefits under social security. Is that true? 

Mr. Myers. Yes, sir; I think that is a good way of expressing it. 

Mr. Youncer. Rather than purchasing a separate item so that they 
would have two checks coming in? 

Mr. Myers. Yes. In general that is a correct statement. 

Mr. Youncer. Let me follow it up with one more question then. 
Under that interchange system will the benefits to the worker be as 
great as though they had two separate benefits and transferred to you 
the full tax of the employee and employer and you carried your bene- 
fits on retirement but the balance of the fund was used in a regular 
actuarial retirement under the railroad plan, and we would have two 
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checks. Does the existing check come to as great an amount as if the 
plan were used which w ould give him two separate accounts ¢ 

Mr. Myers. That isa rather diffic ult question to answer, but, dealing 
first with an individual who is solely a railroad worker and has never 
been covered by social security, the answer would be “Yes.” How- 
ever, where the individual is both a railroad worker and also has 
worked under social sec urity, different situations can arise, depending 
upon how long he has worked for social security. If he qualifies for 
the social-security benefit on the basis of employment outside of the 

railroads, in general he will be better off than he would be under the 
system that you outlined, because under existing law he is going to 
receive both a social-security check and a railroad retirement check. 

Mr. Youncer. And now, under the present law, the amount of his 
social security is not deducted from his retirement check like it used 
to be? 

Mr. Myers. That is correct. 

Mr. Moss. Would you yield at that point ? 

Mr. YounGer. Yes. 

Mr. Moss. When you answered “Yes” to the question of the man 
who stayed in the railroad, that his total annuity would be as good as 
a combination of social security and a private plan, that would be a 
qualified “yes,” would it not, depending upon the plan itself which 
might be substituted for the portion not covered by social security? 

Mr. Myers. Yes. 

Mr. Moss. You would have to look to the plan to give a definite 
answer. It would be hard to give a definitive, an unequivocal “yes,” 
without seeing a plan. 

Mr. Myers. Yes; that is correct, Mr. Moss. I was not referring to 
the combination of social security and any of the various private pen- 
sion plans. 

Mr. Moss. It was a package which could be purchased and you gave 
us a straight “yes.” It would seem to me that you would have to 
go beyond - the discussion here before you could come up with a “yes.” 
You would have to have something specific under discussion. 

Mr. Myers. That is correct. I meant a package similar to the pres- 
ent railroad retirement system and financed the same way. In essence, 
the financial-interchange provision gives him the social-security bene- 
fit plus the balance to mi ake up the existing system. 

Mr. Drxcett. May I have leave to intrude on my colleagues ? 

Mr. Myers, I have been an admirer of yours for quite a while. I 
am not sure you know that, but I think you are doing a whale of a 
good job down in the Social Secur ity Administration. At the bottom 
of page 3 you say that there is a possibility that the railroad retirement 
tax might ultimately raise to 20 percent of the payroll from both em- 
ployee and employer combined. What is the possibility of that? Is 
there a fairly good possibility or not? 

Mr. Myers. I cannot assign a definite value to that, but if it is correct 
that the financial-interchange provision will not be profitable to the 
Railroad Retirement Board, this condition would eventuate. In other 
words, to meet the 114-percent deficiency would require a 2-percent 
increase in the tax if deferred some 20 years. I am sorry I just can- 
not say there is a 50-percent chance or 20-percent chance of this com- 
ing true. I just say it is possible in my opinion, although I would say 
it is perhaps just as possible that the Railroad Retirement Board esti- 
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mate is correct, in which case the financing provided in the bill is es- 
sentially within the limits of actuarial soundness. 

Mr. Dinceii. Let me ask you this question, then, if I may. This 
possibility we are discussing now presupposes that the interest and the 
income to the fund will remain substantially as it is at present, ap- 
proximately 3 erent 

Mr. Myers. 

Mr. Dinceiy. If the income were to drop, then, of course, the possi- 
bility would rise; is that a fact? The possibility would increase as 
the income drops ¢ 

Mr. Myrns. Vou mean if the payroll dropped ? 

Mr. Dincetu. Yes. 

Mr. Myers. Yes; then there would be need for additional financing. 

Mr. Dincett. If the payroll or the interest to the fund dropped, 
the interest that the fund draws from investment. 

Mr. Myers. Yes; that is right. 

Mr. Drnceii. Let me ask you this question. I am getting pretty 
speculative here, but what would the effect of a rise in ‘the income of 
the fund from its investment be? Would it be to obviate this possi- 
bility? For example, if the investments of the fund, instead of deriv- 
ing 3 percent, were to derive 4 or 414 or 5 percent, something like that, 
what would the effect be ? 

Mr. Myers. Quite obviously, if the railroad retirement account could 
get an interest return of 4 percent or even better, it would materially 
help the financing of the system. I would hazard the guess that a 
rise of as much as 1 percent in the average interest return would pro- 
duce at least the equivalent of three- quarters of a percent of payroll 
savings to the system, and perhaps as much as 114 percent. In other 
words, it would go a long way toward eliminating any deficiency such 
as I pointed out. 

Mr. Dincetxu. And to offer, of course, substantially increased bene- 
fits to the recipients of the pension-fund benefits. 

Mr. Myers. It could be used for either one or the other. 

Mr. Dincett. Thank you very much, Mr. Myers. 

Thank you, Mr. Chairman. 

The Cuatrman. Doctor Neal. 

Mr. Nea. I don’t think I have any questions. 

Mr. Ruopes. I would like to ask one question, Mr. Chairman. 

The Cuarrman. Mr. Rhodes. 

Mr. Ruopes. Mr. Myers, when you speak of the intent to eliminate 
from any benefit coverage railroad employees with less than 10 years, 
is there any ultimate goal, so far as intent is concerned, to merge the 
retirement system with social security? And, when you say intent, 
whose intent are you speaking of 4 

Mr. Myers. When I referred to intent, I believe I was trying to 
interpret what I understood to be the congressional thinking in enact- 
ing the legislation—based on the hearings that were held and the com- 
mittee reports. I could not read in any of that testimony any intent 
to merge the railroad retirement system any further with old-age and 
survivors insurance than it isnow. 

The CuHarrman. Mr. Mack. 

Mr. Mack. I was wondering at what time, with regard to the ad- 
justment of funds between the railroad retirement and the social 
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security, would it become clarified so that we may know preicsely w hat 
the facts are? I understand there is quite a difference of opinion be- 
tween you and the actuary of the Railroad Retirement Board. I was 
wondering when the adjustment will be clarified. 

Mr. Myers. Mr. Mack, I am afraid this is one of the factors that is 
going to be very far deferred into the future, because it depends so 
much on the inter play and interflow between different types of employ- 
ment. There are many things that are clarified relatively quickly, 
such as rates of retirement and so forth. But this, I am afraid, is un- 
fortunately perhaps a matter that will not re: lly be at all clarified 
within the next 5 to 10 years, and it will probably take 15 to 20 years 
before we really have a good picture of what the interactions of the 
2 systems are. 

Mr. Mack. Presently, all you can do is estimate what the situation 
will be. 

Mr. Myers. That is correct; we can only say what looks reasonable. 
As I said, the assumptions of the Railroad Retirement Board do not 
seem unreasonable, but I believe that my assumptions are a bit more 
reasonable, because we have had such great evidence of the fluidity of 
the labor force in the United States. 

Mr. Mack. Thank you very much. 

The Cuarrman. Mr. Myers, thank you very much. 

The committee will adjourn until 10 o’clock tomorrow morning. 

(Thereupon, at 3:05 p. m., the committee recessed, to reconvene 
at 10a. m., Friday, March 15, 1957.) 
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RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


FRIDAY, MARCH 15, 1957 


House or REPRESENTATIVES, 
ComMITTEE ON INTERSTATE AND ForeIGN CoMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, in room 1334, New House 
Office Building, Hon. Oren Harris (chairman) presiding. 

The Cuarrman. The committee will come to order. 

When the committee recessed yesterday, Mr. Myers, the chief actu- 
ary for the Social Security Administration of the Department of 
Health, Education, and Welfare, had just concluded his presentation, 
and it was understood that the request of the Railroad Retirement 
Board would be granted and that the chief actuary of the Board, Mr. 
Abraham M. Niessen, would present the Board’s side of this question. 

Mr. Niessen, we will be very glad to have you present your side in 
order that the record can be made. We do hope that these statements 
will be brief, yet full, so we can have the proper explanation. How- 
ever, we do want to make more progress today than we made yesterday 
if we possibly can. 


STATEMENT OF ABRAHAM M. NIESSEN, CHIEF ACTUARY, 
RAILROAD RETIREMENT BOAPD 


Mr. Niessen. Mr. Chairman and members of the committee, my 
name is Abraham M. Niessen. I am the Chief Actuary of the Railroad 

Mr. Niressen. Mr. Chairman, I believe my statement should not take 
longer than maybe 6 or 7 minutes. It is a rather brief statement. 

The Cuarrman. Very well. 

Retirement Board. 

I appear here at the request of the Board to comment on certain 
parts of the testimony given yesterday by Mr. Robert J. Myers, the 
Chief Actuary of the Social Security Administration, on H. R. 4353, 
H. R. 4354, and other bills identical to them. 

Mr. Myers expressed the opinion that, in general, the Board’s cost 
estimates for these bills appear reasonable and proper. However, he 
does not believe that the 1.18 percent of payroll level gain from the 
financial interchange which I included in the future assets of the rail- 
road retirement system is likely to materialize. Without this 1.18 per- 
cent of payroll gain, the actuarial deficiency for the proposed program 
would be in the neighborhood of 1.5 percent of payroll instead of the 
relatively small figure of .37 percent quoted in the Board’s reports on 
the bills. 
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The main reason for the difference of opinion between Mr. Myers 
and myself is that we are attaching different weights to the effect of 
dual benefits. As you gentlemen know, the financial interchange 
credits the railroad retirement account only for the additional benefits 
which would have been payable under the Social Security Act on the 
basis of railroad employment and not for gross social-security benefits 
calculated on the basis of such employment. This means that in cases 
where the railroad-retirement beneficiary is eligible also for a benefit 
under the Social Security Act, the reimbursement under the financial 
interchange provisions is greatly reduced or even totally eliminated. 

This is a rather complicated technical problem which might be best 
illustrated by an example. 

Consider a railroad employee who retired in January of this year 
at age 65. Assume th: at he had 30 years of railroad service with credit- 
able compensation of $300 a month throughout and no social security 
earnings whatsoever. ‘Under present law, his railroad retirement an- 
nuity is $182.40. Since his social security old-age benefit would have 
been $98.50 and the Social Security Administration pays him nothing, 
the railroad retirement account is entitled to charge the OASLI trust 
fund the whole $98.50 per month. 

Consider now another man also with 30 vears of railroad service 
and compensation of $300 a month who worked during the years 
1954-56 in social-security employment earnings the same $300 a month. 
If he retired in January of 1957 at age 65 he is entitled to an annuity of 
the same $182.40 a month from the Railroad Retirement Board and in 
addition to a social-security old-age benefit of $98.50 a month. For this 
man the railroad retirement account would receive nothing from the 
OASI trust fund because that fund is already paying as much as it 
would have paid if his total railroad employment after 1936 had been 
covered under the Social Security Act. There is no additional social- 
security benefit in this case and therefore no reimbursement under thi 
financial interchange. 

The above ex ‘ample i is admittedly not typical but it serves the purpose 
of clearly illustrating the reduction in financial interchange reimburse 
ments due to the avail: ability of dual benefits. In most actual cases of 
dual benefits, the credit to the railroad retirement system is not entirely 
wiped out but is greatly reduced. 

The Cuatrman. Mr. Niessen, could you not give us a typical exam- 
ple then? 

Mr. Niessen. A typical example would work very much in the same 
way. Suppose you have a more typical case where we pay the same 
annuity of $182.40 and on the basis of his combined railroad and social- 
security employment, shall we say, the old-age benefit would have been 
$100, and it is very likely that the social-security benefit based on wages 

alone would be in the neighborhood of $80 or $75. 

In other words, instead of getting for the man something in the 
neighborhood of $100, we might actually wind up getting under the 
financial interchange something like $20, or $30, or $25. That would 
be a typical case, when there is dual benefit. 

The Cuarrman. For further clarification, he received his $152.4 
from the railroad retirement ‘ 

Mr. Niessen. Yes. 


The CHarrman. Suppose his old-age benefits were $35 / 
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Mr. Niessen. Then in this particular case let us assume that his 
social-security ‘dniptomiieat would change the $98.50 perhaps to $100, 
or very little more. 

The Cuatrman. Let us assume from the $98.50 to the $35. You said 
that would be the typical case. 

Mr. Nressen. I am not sure whether I understand you, Mr. Chair- 
man. 

The Cuarrman. Let me ask you the question then. 

Mr. Niessen. Please. 

The CHatrMan. You gave an example where the man would receive 
$182.40 ee the conditions you have explained. 

Mr. Niessen. Yes, sir. 

The CHAIRMAN. Retiring at age 65, but that he had worked under 
coverage of social security. Suppose his social-security coverage would 
pay him, say, $45 a month. We will put it that way. Now, would 
the railroad retirement account be credited with the difference between 
$45 and $98. 

Mr. Niessen. That is right. 

The Cuatrman. That is what I wanted to know. 

Mr. Niessen. That is right. 

It can therefore be seen that the assumptions regarding the future 
incidence and magnitude of dual benefits have a very strong influence 
on the long-range estimate of the effect of the financial interchange 
on the railroad retirement system. It is in this area where Mr. Myers 
and the Board’s actuaries have an honest difference of opinion. The 
Board’s actuaries have been aware of the importance of the dual 
benefit problem and have made the most conscientious effort to prop- 
erly evaluate it. We have based our assumptions on a careful study 
of past experience and made what seemed to us reasonable allow- 
ances for more dual benefits in the future. 

Those of you, gentlemen, who participated in the deliberations of 
this committee on the 1951 amendments to the Railroad Retirement 
Act may recall that already at that time different views on the effect 
of the financial interchange on the railroad retirement system were 
expressed by Mr. Myers on the one hand and Mr. Musher, then chief 
actuary of the Railroad Retirement Board, on the other. 

There have since been enacted far-reaching amendments to the So- 
cial Security Act which necessitated a revision in estimates on the 
part of both Mr. Myers and the Board’s actuaries. Mr. Myers has 
changed his estimates from a net loss to the railroad retirement sys- 
tem to a standoff while the Board’s actuaries came up with higher 
estimated gains. In the Board’s fifth valuation, which was in part 
related to the 1952 Social Security Act, the gain from the financial in- 
terchange was estimated at about 0.6 percent of payroll. The Board’s 
sixth actuarial valuation, which was based in part on the 1954 Social 
Security Act, came up with a higher estimated gain that is a gain of 
slightly over 1 percent of payroll. 

Finally, the 1956 amendments to the Social Security Act were esti- 
mated by me to increase the gain to the railroad retirement system 
from the financial interchange by approximately one-qui arter of 1 
percent of payroll so that now the Board’s figure stands at 1.27 percent 
of payroll with a $350 limit on monthly compensation or an equivalent 
figure of 1.18 percent of a higher payroll with a $400 limit on credit- 
able monthly compensation. I should say that 1.18 percent is the 
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figure that is included in the Board’s report on your bill, Mr. Chair- 
man, and the other bills that are identical to it. 

As stated by Mr. Myers, the amendments proposed in H. R. 4353 
and H. R. 4354 would have no appreciable effect dollarwise on the 


financial interchange transactions since these transactions are related 
to the social security not railroad retirement laws. 


At this point I would like to ask your permission, Mr. Chairman, 


to insert into the record 
statement, of the technic 


tion of the 


The CHAIRMAN. 


statement. 


(The table is as follows:) 


railroad retirement system. 
The table referred to will be included with your 


a copy of table 43, which is attached to the 
al supplement to the sixth actuarial valua- 
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Mr. Niessen. As shown in this table, we have made rather substan- 
tial allowances for future dual benefits. For future employees enter- 
ing railroad service after age 30 we assumed that no less than 60 per- 
cent of future retirants will be eligible for benefits under the Social 
Security Act. For the oldest group of new entrants, our assumed per- 
centage eligible for dual benefits come as high as 90. 

For present employees, the dual benefits assumptions are not as high, 
but we believe that they are sufficient. We have studied the extent of 
social security credits earned by the various groups of railroad em- 
ployees and were impressed by the relatively small numbers of social 
security quarters of coverage acquired by the employees who entered 
railroad service before 1937. 

The data for this very important group of employees are shown 
in part B of the table. These and other data revealed in our studies 
of the dual benefit problem led us to the conclusion that a railroad 
employee permanently attached to the railroad industry is not likely 
to have a great deal of social security employment concurrent with 
his railroad work. I should also like to point out that for employees 
withdrawing from the railroad industry we assumed a full 100-percent 
incidence of dual benefits. I assume that Mr. Myers is fully aware of 
this very important assumption which is stated in a general footnote 
to the table. 

Mr. Myers himself made the observation that the future incidence 
of dual benefits is a cost item that does not lend itself to precise meth- 
ods of estimation. All I can say is that we have studied the problem 
to the best of our ability, utilizing all the pertinent data that we could 
gather. I sincerely believe that our financial interchange estimates are 
reasonable and not overly optimistic. I might add that I made a 
special calculation to determine the effect of assuming a still higher 
incidence of dual benefits for future entrants. This calculation showed 
that even if the assumptions for new entrants were about the same 
as those considered proper by Mr. Myers the net effect of the financial 
interchange would have remained substantially the same as what I esti- 
mated in the sixth actuarial valuation. 

In closing, I would like to add that the experience under the financial 
interchange to date has been much more favorable to the railroad re- 
tirement system than has been previously estimated by both Mr. Myers 
and the Board’s actuaries with our estimates: with the estimates of 
the Board’s actuaries being far closer to actual experience than those 
quoted by Mr. Myers in his cost estimates for the OASI system. 

We are approaching the point where the initial balance in favor 
of the OASI trust fund will be canceled and from then on we can 
expect to be receiving considerable amounts of cash transfers to the 
‘allroad retirement account for a number of years. Later on, as the 
social security tax rates go up according to the present schedule and 
dual benefits become more frequent than today, the credits in our 
favor are expected to gradually diminish until there will begin a flow 
of funds in the opposite direction ; that is, in the direction of the OASI 
and the disability insurance trust funds. On this Mr. Myers and I 
agree, We do not, however, agree on the magnitude of the transfers 
in either direction and the total effect of these future transfers from 
the point of view of present values. 

I have the greatest respect for Mr. Myers’ actuarial ability and judg- 
ment and would be the first to say that his opinions deserve the most 
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careful consideration. However, since no definite proof can be offered 
to substantiate current estimates in this area, Mr. Myers’ remarks on 
the accuracy of my estimate of the effect of the financial interchange 
on the railroad retirement system must be regarded merely as an 
actuarial opinion different from mine. To me Mr. Myers’ testimony 
has not offered any new evidence which would warrant a reexamina- 
tion of or change in the Board’s estimates for the net effect of the 
financial inter change provisions of the Railroad Retirement Act. I, 
therefore, respectfully recommend that your committee accept the 
Board’s estimates of the effect of the financial interchange on the rail- 
road retirement system as reasonable and proper. 

That concludes my statement, Mr. Chairman. 

The Cuamman. Thank you very much, Mr. Niessen. 

Mr. Niessen. Thank you, Mr. C airman. 

The Cuarrman. Among the many bills before the committee there 
is a bill which would eliminate the restriction on what is referred 
to as the dual benefits provision for wives, I believe. As I understand, 
should that bill become law it would further affect the financial inter- 
change of the two systems. 

Mr. Niessen. I believe, Mr. Chairman, that the enactment of any 
liberalizations to the Railroad Retirement Act would not aftect the 
financial interchange transactions. The reason is that under the 
financial interchange we are bound by law, and so is the Social Security 
Administration, to calculate benefits not according to our law, but 
according to their law. 

In other words, so long as the Social Security Act contains dual 
benefit restrictions, as it now does, we would in the financial inter- 
change have to consider all these dual benefit restrictions and for the 
reason just stated. Even though in the area of retirement benefits, 
Mr. Chairman, where we do not have dual benefit restrictions under 
the Railroad Retirement Act, for purposes of the financial interchange 
we must consider the dual benefits, and it is these dual benefits that 
cause the difference of opinion between the Social Secur ity Adminis- 
tration actuaries and ourselves. 

The CHatrmMan. Maybe I just cannot understand. If the dual bene- 
fit restriction with respect to employees proper brought about such 
strong differences of opinion, would not the repeal of the restric- 
tion insofar as the spouse is concerned widen that difference of opinion ? 
I will put it that way. 

Mr. Niessen. The difference of opinion, Mr. Chairman, arises from 
the fact that under the financial interchange when we calculate what 
is coming to the railroad retirement account we do it in two parts: 

1. We take together the compensation under the Railroad Retire- 
ment Act, since 1936, of course, and the social security credits earned 
by the same employee, and on this basis we calculate an old-age bene- 
fit under the provisions of the Social Security Act, and not under our 
provisions. 

2. Next, we find out also from social security whether they pay the 
man a benefit, and what we charge the Social Security Administra- 
tion in this respect, or, rather, to “be more technical, the OAST trust 
fund, is the difference between what they would have paid on the basis 
of railroad and social security earnings combined and what they are 
actually paying. 
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What this means is that liberalization of benefit provisions under the 
Railroad Retirement Act would have no effect on the financial inter- 
change. It may have an indirect effect, but I mean by the way of cal- 
culation it would have no effect on the financial interchange provisions 
because the Social Security Act is the Jaw that governs the financial 
interchange and not the Railroad Retirement Act. 

As far as the bill that the chairman is referring to is concerned, the 
additional cost in that bill would result from the fact that we in the 
Board would have to pay these women higher benefits. It is not be- 
cause we would be getting less money from the financial interchange, 
but it is because instead of paying the woman in certain cases a re- 
duced benefit, we would have to pay her a full benefit, so that addi- 
tional disbursements would have to come from our account. The finan- 
cial interchange would remain the same. 

The CuHairman. The net result of your answer is very clear to me 
but the explanation is just about as clear as that lesson we had in elec- 
tronics. 

Mr. Avery. I would like to make this observation. Are not the 
limitations under OASI for the earning of a widow the same as they 
are in the railroad retirement ? 

Mr. Niessen. The limitations of the work clause are the same, but 
the chairman was referring to a different kind of situation, if I am not 
mistaken. The chairman was referring to a bill that would eliminate 
the dual-benefit restriction on wives, and I am sorry that I have not 
succeeded in what I was trying to explain. 

The CHarrMan. You have succeeded. I got the result. 

Mr. Niessen. Thank you, Mr. Chairman. 

Mr. Avery. Is it not true the earning limitation on the widow under 
OAST is identical to that under the Railroad Retirement ? 

Mr. Niessen. Substantially the same in the area of survivor bene- 
fits. 

Mr. Avery. And that is why the interchange would not be affected ? 

Mr. Niessen. The interchange would not be affected so long as the 
Social Security Act is not ¢ hanged, 

Mr. Avery. That is the point there. 

Mr. Nressen. That is the main point. 

The Cuarrman. Mr. Flynt, do you have any questions ? 

Mr. Fiynr. No, I do not. 

The Cuatrman. Mr. Hale? 

Mr. Hate. No. 

The CuatrmMan. Mr. Jarman. 

Mr. Jarman. No questions, Mr. Chairman. 

The CuatrmMan. Mr. Younger. 

Mr. Youncer. Just one question. 

This interchange seems to be rather confusing and I have heard 
from the railroad people it is quite confusing also. 

Would it not be better to simply divide the taxes and have the Rail- 
road Retirement Board transfer the regular tax to the Social Security 
and let them pay whatever benefits come out of Social Security, and 
then with the balance of the 1214 percent purchase the additional 
benefits for the individual and not try to commingle them, so to speak ¢ 

Mr. Niessen. Mr. Younger, you are addressing to me a question 
which is really not a technical question, but a profound problem of 
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policy. That is a problem as to what to do about the railroad retire- 
ment system, whether it is advisable to reorganize it along the lines 
you suggest, or is it advisable to keep it on the present basis. All I 

can say is that the question is much broader than the scope of activity 
that is assigned to me as an actuary in the Railroad Retirement Board 
and I can have res lly no comment one way or the other. 

This is not a problem that the technicians and the actuaries par- 
ticularly should be concerned with. 

Mr. Youncer. From an actuarial standpoint would it be less com- 
plicated than the present interchange ? 

Mr. Niessen. Let me refer to what the chairman said before. It 
appears that actuarial work is complicated anyway, so it would not 
make a great deal of difference in the actuarial calculations whether 
it was a little less complicated or more complicated. It would not be 
of any significant value to the Railroad Retirement Board to have the 
actuarial work somewhat less complicated. This is not an important 
item in this deliberation. 

Mr. Youncer. You like the complicated features / 

Mr. Niessen. I would not say that. I would say only that we have 
managed to live with the financial interchange provision, notwith- 
standing the difference of opinion between Mr. Myers and us. We 
have been getting along all right and we can manage it. If the situa- 
tion were to be different, we would of course, adjust our work to the 
different situation. 

Mr. Youncer. It might not make any difference to you as to the 
complication, but it seems to me that it would make quite a difference 
to the employee. 

That is all, Mr. Chairman, 

Mr. Fiynt (presiding). Mr. Hale has a question at this time. 

Mr. Hate. Mr. Niessen, I wish you would explain this table 43 be- 
cause it is far from clear to me. 

Mr. Niessen. I shall try, Mr. Hale. 

Mr. Hate. You start out, “Duration on valuation date.” Dura- 
tion of what? What is the valuation date? 

Mr. Niessen. The valuation date was as of the end of 1953, but 
since it was made actually later it was related to the law as it stood, 
if Tam not mistaken, at the end of 1955. 

Mr. Hate. Valuation of what? 

Mr. Niessen. This was a valuation of assets and liabilities of the 
railroad retirement system. 

Mr. Harr. The duration of what? “Duration on valuation date” 
means absolutely nothing to me. 

Mr. Niessen. I see. The first column, Mr. Hale, which is labeled 
“N. E.” means new entrants, that is employees who will come in at 
some future time, employees coming into the 1 ‘ailroad industry in 1954, 
1955, 1956, and so on. “Duration zero” there means that we are talk- 
ing here about a group of employees who entered railroad service for 
the first time in 1953. 

“Duration 1” means we are talking about a group of employees who 
entered railroad service in 1952. 

To put it in technical terms, the duration is the difference between 
the valuation year—in this particular case it is 1953, Mr. Hale—and 
the calendar year, in which the employee first came into the railroad 
industry. 
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Mr. Hate. What is the duration of ? 

Mr. Niessen. This is the duration of the employee’s attachment to 
the railroad industry, Mr. Hale, the duration of his being in the rail- 
road work. 

Mr. Fiynvt. Mr. Hale, will you yield? 

Mr. Haxz. Just let me try this. The duration of his being in the 
railroad work ? 

Mr. Niessen. That is right. 

Mr. Harz. What you are giving is a breakdown of the length of time 
that various employees have been in service at a particular date? 

Mr. Niessen. That is right, Mr. Hale. 

Mr. Hare. That sequence of figures, 0, 1, 4, 9, 14 means what? 

Mr. Niessen. That means in the first case we are speaking of em- 

»loyees who at the end of 1953 had been in the railroad service already, 
but less than a full year. Duration 1 would refer here to employees 
that entered railroad service for the first time in 1952; and durations 4 
and over, are grouped durations which combine several years together. 
Duration 4 would refer to employees who on the average came into 
railroad service in 1949, but it is already a grouping, because we cannot 
consider each year separately. This would take up too much work. 

Mr. Hate. Let us assume the valuation date is sometime in 1953. 

Mr. Niessen. It was done later than 1953. It was done in 1955, 
because we have to wait more than a year until the records become 

available. 

Mr. Hate. The assumed valuation is sometime in 1955? 

Mr. Niessen. The valuation or calculations were made in 1955, but 
the valuation date refers to December 31, 1953, in this particular i in- 
stance. However, since the calculations were made later 

Mr. Hare. If you had said length of service on December 31, 1953, 
Ie aes have understood it. 

Mr, Niessen. Iam sorry. I think perhaps I should have done that, 
except ‘that this is a table which I pulled out from a technical report. 

Mr, Hate. I think actuaries are just wonderful at figures, but I do 
not think they are so good at words. 

Mr. Niessen. Maybe so. 

Mr. Hate. Then you have this column B, “Employees with prior 
service.” Comment on that, will you? 

Mr. Niessen. E mployees with prior service means employees who 
came into the railroad industry before the year 1937, and this ter- 
minology, even though it appears technical—it could be improved of 
course—is consistent with the terminology of the Railroad Retirement 
Act where we understand that people with prior service are people 
who came into the railroad industry before the year 1937 

Mr. Harz. What does “QC” mean? 

Mr. Niessen. That is quarters of coverage. 

Mr. Hate. What coverage? 

Mr. Niessen. Social security quarters of coverage. 

In other words, it is a reference to people, to long-time career rail- 
road employees, who had a certain amount of social security earnings. 

Mr. Hatz. That is a breakdown—— 

Mr. Niessen. By age. 

Mr. Hare. Of railroad employees who had prior service in social 
security industry ? 
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Mr. Niessen. That is right; they had prior railroad service and some 
social security employ ment which was concurrent with their attach- 
ment to the railroad industry, because here we are still talking of 
people who in 1953, Mr. Hale, were railroad employees. They were 
not separated at that time yet ‘from the railroad industry. 

Mr. Hatz. Thank you very much. You have helped me. 

The Cuarrman. Mr. Moss? 

Mr. Moss. Not at the moment. 

The Cuarrman. Mr. Avery. 

Mr. Avery. Mr. Chairman, I have a lot of questions, but I would 
not want to belabor the committee to have the things explained to me 
that I do not understand about this. I would like to get a few funda- 
mentals straight. 

Mr. Niessen, at the bottom of page 4 you have this sentence: 

I should also like to point out that for employees withdrawing from the rail- 
road industry we assumed a full 100 percent incidence of dual benefits. 

That would mean employees withdrawing after 10 years of service 
with the railroad, would it not ? 

Mr. Niessen. Yes; if they would have withdrawn before retirement. 

Mr. Avery. They would have no retirement. 

In the next paragraph you say you made a special calculation to 
determine the effect ‘of assuming a still higher rate of incidence of dual 
benefits for future entrants. How could it be higher than 100 percent ? 

Mr. Niessen. You are quite right in your observation that whenever 
it is 100 percent it cannot be higher, but the 100 percent, sir, is limited 
only to withdrawals, and I refer you to the upper part of the table. 
As to the 100 percent there is just a note that all future withdrawals 
were assumed to be eligible for PIA, but if you take a look at the upper 
part of the table, particularly part A of the table where you have the 
new entrants, you will notice in here that the percentages all begin with 
15, 25, 40, and so on up to 90, but they do not reach 100, It is in this 
area where I tried to see what would be the effect of assuming higher 
percentages than the 60, 75, 85, and 90, and when a calculation was 
made for that it developed that it would not have made an appreciable 
effect, or a great effect, on the financial interchange. 

Mr. Avery. I will not pursue the point any further, Mr. Chair 

The Cuarrman. Mr. Dingell. 

Mr. Dincett. Thank you, Mr. Chairman. 

Do you have experience with other retirement funds in actuarial 
work in other fields of endeavor than just the railroad retirement 
fund ? 

Mr. Nirssen. I do not have any direct experience in the sense of 
having ‘done : any work for other pension plans in a consulting capac- 
ity, but I make it my business to know a little bit about what is going 
on in other industries. 

Mr. Drncexi.. Will you tell me what the rate of return on other 
pension funds throughout the country is on dollar investments? 

Mr. Niessen. I am sorry, I would not want to venture any opinion 
on that because the rates of return, if they are quoted, would be some- 
thing which are not comparable to our law. They fluctuate over 
there. You may have a certain rate of return this year and a differ- 
ent rate of return next year, and perhaps if you deal with a fund that 
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has heavy investments in common stocks and so on, you may have even 
a depreciation of principal. 

In our law again we have at least a floor bottom guaranty of 3 per- 
cent, so that I do not know whether from a technical point of view I 
would be in a position to comment on a comparison between the rates 
of return. 

Mr. Drnceti. How is 3 percent then in comparison with rates of 
return on other existing pension funds? 

Mr. Niessen. I would believe, if I am not mistaken, that the current 
rate of return in other pension funds—you are referring, I am sure, to 
industrial pension funds—is probably more than 3 percent. The same 
holds true for insurance companies. On the other hand, may I call 
your attention, sir, to the fact that in the Federal scheme of retirement 
systems we have some huge retirement systems that do not earn 3 
percent, the OASI trust fund being one of them, and I understand 
also that at the present time the civil service retirement fund also does 
not earn as much as 3 percent. 

Mr. Dinoeti. Thank you. 

Mr. Avery. Will the gentleman yield ? 

Mr. Drncetu. | will be glad to yield to my colleague. 

Mr. Avery. ‘To your knowledge are there any other retirement funds 
that are under the jurisdiction of Congress such as the railroad retire- 
ment fund ¢ 

Mr. Niessen. Under the jurisdiction of the Federal Government? 

Mr. Avery. Yes, sir. I mean other than the Civil Service and 
OASI. 

Mr. Niessen. I believe there are some other smaller funds, and if 
you care we can submit to you a list of such plans. 

Mr. Avery. I would be interested in that. 

(The information is as follows :) 


RAILROAD RETIREMENT BOARD, 
Chicago, Ill., March 18, 1957. 
The Honorable Oren Harnis, 
Chairman, House Interstate and Foreign Commerce Committee, 
Room 1334, House Office Building, Washington, D.C. 

Deak Mr. Harris: In accordance with Mr. Avery’s request made during the 
March 15, 1957, hearings on the railroad retirement legislation before your com- 
mittee, I am submitting a list of Federal retirement plans which are now in 
operation. These plans are described in considerable detail in part 1 of the Re- 
port of the Committee on Retirement Policy for Federal Personnel dated January 
22,1954 (S. Doc. No. 89, 83d Cong., 2d sess.). 

FEDERAL RETIREMENT PLANS OTHER THAN RAILROAD RETIREMENT, OASI, AND CIVIL 
SERVICE 


Congressional Retirement System.’ 

Investigative Employees Retirement System.” 

Board of Governors Plan of the Federal Reserve System. 

Public School Teachers of the District of Columbia Retirement System. 
Tennessee Valley Authority Retirement System. 

Foreign Service Retirement System. 

Policemen and Firemen of the District of Columbia Retirement System. 
Federal Judiciary Retirement System. 

Judiciary of Territories Retirement System. 

Judiciary of the District of Columbia Retirement System. 

Judiciary of the Tax Court Retirement System. 


Inclnded in the civil service retirement system. 
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Panama Canal Company—Canal Zone Government—Cash Relief System. 
Construction Workers of the Panama Canal Retirement System. 
Retirement Plans for Members of Armed Forces. 


Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 

Mr. Niessen. I believe that you may find some listing of such funds 
in a special study that was made by Congress, way bac kin 1952, and it 
is known as the Douglas study. 

Mr. Avery. Thank you. 

The Cuatrman. Are there any further questions, Mr. Dingell ? 

Mr. Dincewu. No. 

The Cuatrman. Mr. Alger. 

Mr. Aucrer. Mr. Chairman, I hesitate to ask this, so I am going to 
defer to your judgment at the moment as to this question. 

I have already observed in previous meetings the different pay-ins 
between social security and the railroad retirement by the workers, so 
my question then would be—and I am not sure, Mr. Chairman, whether 
this is the time to ask it or whether Mr. Niessen will be back-—is there 
comparative information for us as to the actuarial soundness of either 
plan comparatively? If the pay-in is twice or three times as it ts in 
one case, does that make the retirement plan actuarially sound, and if 
it is does that make the social security unsound, or is this a question 
for later on? Mr. Chairman, I am asking, because I am so new to this 
committee, whether I should wait. 

The Cuarrman. It is a proper question if you want to get his opin- 
ion on it. 

Mr. Niessen. I am not sure that I can give you a satisfactory an- 
swer, but I will try to comment on it. 

Mr. Acer. I may not understand it sufficiently to grasp it. 

Mr. Nressen. As far as the social security system is concerned we 
have in here the chief actuary of the Social Security Administration, 
who is a highly respected actuary throughout the country, and his 
opinions on the soundness of social security system would be final 
as faras Tamconcerned. I believe—if I am wrong I believe Mr. Myers 
will correct me—that under the 1956 law the social security system 
is considered in a substantially sound position. Is that right? 

Mr. Myers. Yes. 

Mr. Niessen. As far as the railroad system is concerned, under 
present law the actuarial estimates came through with the conclusion 
that the system is very far from being sound. As far now as the 
program that is being proposed in the bill which was introduced by 
the chairman, Mr. Wolverton, and other Members of Congress, the 
actuarial estimates came through with a deficit which is not large 
enough to be of real actuarial concern in view of the magnitude of the 
total cost. 

Put it this way: If we would deal with a system, something minor, 
that has a total cost, let us say, of 4 percent, and you have a deficienc Vv 
of four-tenths of 1 percent, that may be more of a problem. If, how- 
ever, we are in an area where we have a net level cost of something over 
17 percent of payroll and then we have a deficiency of about 0.4, well 
I do not believe any actuary can in good conscience say that his esti- 
mates are close enough to worry about it. Of course there may be a 
situation, and it is likely that it may happen, that the next reexamina- 
tion of the figures will show that this estimate was not high enough. 
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Mr. Areer. I know we cannot cover the ground, but let me see if I 
grasp it now. 

In other words—I could not ask Mr. Myers yesterday because the 
bells rang and my turn to question did not come up—do T understand 
then with the 41 o-percent pay-in, approximately, whatever it is, on 
social security, that that system is actuarially sound, but that railroad 
retirement at 1214 percent is considered not actuarially sound 

Mr. Niessen. I believe I should qualify my answer. The social 
security system would be very far from sound on a tax rate of 414 
percent. However, the social security system has now a schedule of 
tax rates and according to that schedule the tax rate is supposed to 
go up to 814 percent, so that the 444 percent is only a temporary 
measure that was put in, I presume, for 

Mr. Arcer. The 814 percent is still well below railroad retirement. 

Mr. Niessen. The 81% is still well below retirement benefits, but 
the benefits are much larger than the social security benefits are and 
I would also think that the cost incidence for the two systems, even 
for the same benefits, may not be exactly the same in all areas, and 
you have over there a multitude of actuarial considerations, some of 
them as to the progress, let us say, of future p: iyrolls, and the expan- 
sion of coverage, which are quite different for social security than for 
us. According to what is happening now we could not assume that 
railroad payrolls will be increasing very much. In fact we assume 
they will be decreasing, the taxable payrolls, that is. We also cannot 
assume that railroad employment will be increasing. 

There is some evidence that the opposite may happen. I hope not. 
As far as social security is concerned, you have a problem there of an 
expanding population and expanding economy, higher earnings, 
higher payrolls, and the whole flow of figures and assumptions 
changes. 

Mr. Aveer. Mr. Niessen, thank you. 

One question bri ings another, and [I alr 

Thank you, Mr. Chairman. 

Mr. Youncer. Mr. Chairman, I just want to ask one question fol- 
lowing that. 

The CHarrman. Mr. Younger. 

Mr. Youneer. Then do I understand from your explanation that 
the social security is actuarially more sound at the present time than 
the railroad retirement fund ¢ 

Mr. Niessen. According to the estimates given by the actuaries in 
the Social Security Administration, and the estimates upon which we 
rely, the OAST and the disability insurance system of the social se- 
curity is at the moment sounder actuarially than the present railroad 
retirement system. 

The Cuarrman. Mr. Hale. 

Mr. Hate. Going back to this table 43, it still contains mysteries 
tome. Whyisittable 43% Where are tables 1 to 42? 

Mr. Niessen. Mr. Hale, I think I would have to make a confession. 

Mr. Hater. I would like to understand 1 to 42 thoroughly before I 
get to 43. 

Mr. Nressen. I think I will make a confession perhaps of not hav- 
ing used the best judgment by the way of presentation. When the 
sixth actuarial valuation was released it was done in two parts. There 
was one general part that explained assets, liabilities, and some other 
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items, and this was printed in the Railroad Retirement Board’s an- 
nual report. In addition to that I have prepared a technical sup- 
plement with a good deal of material of a technical nature which I 
thought would not be of general interest for inclusion in a printed 
record. This happens to be one of the tables of that technical sup- 
plement. Had I anticipated your questions, Mr. Hale—I am sorry 
I was in no position to do so—I would have taken out the table number. 

I would also have explained what a duration is. I would have 
explained many things to make it really appear less technical than 
itis. It was designed for technicians mainly. 

Mr. Hate. Are the other tables found in the printed report of the 
Railroad Retirement Board? 

Mr. Niessen. This comes from a group of tables that cannot be 
found in the printed annual report, but if I am not mistaken this com- 
mittee had been supplied with copies of the technical supplement. 

Mr. Hate. Every table was presented to us or will be presented ¢ 

Mr. Niessen. I believe that a copy of the report may be in our of- 
fice. Iam not sure. 

Mr. Hate. Tell me this: It says, “Employees with subsequent service 
only.” Subsequent to what? 

Mr. Niessen. To 1936, sir. The demarcation line over there gen- 
erally refers to 1936 and prior service would mean employees who 
came into the railroad industry before 1937. 

Mr. Hate. Is that chosen because the act dates from that time‘ 

Mr. Niessen. That is related to the date when contributions under 
the Railroad Retirement Tax Act became effective. 

Mr. Hate. Tell me again the significance of the date January 1, 
1957. 

Mr. Niessen. The major significance of the date January 1, 1937 
is that at that time the railroad retirement system in its present form— 
[ am not speaking of ali the amendments in the benefits provisions—in 
its form of general outline came into existence, and if I am not mis- 
taken—if I am mistaken somebody from the Board will correct me 
here—the retirement taxes for railroad employment became effective 
as of January 1, 1937. 

Mr. Hate. I want tosee if I can apply this table. 

Take a man in the first group of figures here. Assume a man of 
age 48 who has been 14 years in the service, which would mean that 
he entered in 1939, Fifty percent of those men are what? What is the 
50 percent ¢ 

Mr. Niessen. I will try to explain. Taking the situation the way 
you have put it, Mr. Hale, for people who came into railroad service— 
you are speaking of the 50 on that side—on the average 14 years be- 
fore 1953, and they came in at a relatively old age, it was assumed 
that when those people would reach retirement 50 percent of them 
would have a right not only to an annuity under the Railroad Retire- 
ment Act, but they would also have a right to an old-age benefit under 
the Social Security Act. 

Mr. Hate. Half of them will have social security ? 

Mr. Niessen. Half of them will have the right to both benefits and 
the others will have a right to the railroad retirement. benefit alone. 

Mr. Hate. Taking the : same group in the second set of figures, 52 
percent will be eligible for disability retirement; is that correct? 
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Mr. Niessen. It does not mean, Mr. Hale, that the 52 percent will 
be eligible for disability retirement. What it means is something else. 
Any group of employees coming into railroad service or any group 
of employees that are now in railroad service would give rise to bene- 
ficiaries under several conditions. Some of them will eventually be- 
come eligible to an annuity at age 65 or later. Some of them will 
become eligible on the basis of disability, and, of course, when they 
die their survivors will be eligible. For purposes of this calculation 
the question was, How many within each group of railroad retirement 
beneficiaries can be assumed to have also entitlement to a separate old- 
age benefit?- What this figure of 52 percent means is that out of the 
disability retirements that will be coming from this specified group 
of railroad employees, slightly more than a half would also have the 
right to a separate social security benefit, when they attain the age 
of 65. 

Mr. Harr. Going further down, what does PIA stand for? 

Mr. Niessen. PIA is an abbreviation for the primary insurance 
amount and unfortunately some things of necessity have to be abbre- 
viated because otherwise the headings become unwieldly ; and, further- 
more, let me also say that this table has been prepared for technical 
purposes only and not necessarily for general distribution. 

The Crarman. And not to be understood by the average layman. 
Mr. Nressen. Mr. Chairman, I would not put it this way. I believe 
anything can be understood by the average layman if he takes the time 
and patience to worm it out from the “party that tries to give the 

explanation. 

The Crarrman. What did you say PIA meant ? 

Mr. Nressen. Primary insurance amount. 

Mr. Hatz. PIA means primary insurance amount. What does pri- 
mary insurance amount mean? 

Mr. Niessen. That is a technical term for the old-age benefit under 
the Social Security Act. 

Mr. Hare. Don’t you think that possibly these tables could be ren- 
dered more obscure by the use of Greek letters? 

Mr. Niessen. There are situations where we have to resort to Greek 
letters, I am sorry to say. 

Mr. Youncer. Mr, Chairman, may I ask Mr. Myers the same ques- 
tion that I put to Mr. Niessen ? 

Do you consider the social-security program actuarially sound 
the present time? 

Mr. Myers. Yes, Mr. Younger, I do. 

Mr. Youncer. That is all. 

The CHarrman. Mr. Loser, do you have any questions? 

Mr. Loser. Nothing at all, Mr. Chairman. 

The Cuatrman. Thank you, very much. 

Mr. Niessen. Thank you, Mr. Chairman. 

The AIRMAN. Doctor Ne: al, do you have anything ? 

Mr. Neat. No thank you, sir. 

The C HAIRMAN. At this time we will have Mr. Lester P. Schoe ne, 
who I understand wiil have with him Mr. E. L. Oliver. Mr. Schoene 
is the attorney and Mr. Oliver is the economic adviser of the Railway 
Labor Executives’ Association, and Brotherhood of Locomotive En- 
gineers. 
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Mr. Schoene, you have been before this committee many times on 
this subject. We are always glad to have your discussions and 
presentations. 

I know that you have given a lot of study and thought to the whole 
subject matter. We all recognize that. In view of the fact that you 
have, as I understand, participated in the formulation of the pro- 
posals that we have before us in these bills you can explain some of 
the background of the proposals, and you may proceed any way you 
desire. 

You have a statement, I observe. 


STATEMENT OF LESTER P. SCHOENE, ATTORNEY, RAILWAY LABOR 
EXECUTIVES’ ASSOCIATION, AND THE BROTHERHOOD OF LOCO- 
MOTIVE ENGINEERS 


Mr. Scuorenr. Thank you, Mr. Chairman. You are very kind in 
your remarks and I appreciate them. I hope I can be of some bene- 
fit to the committee. I have filed a written statement which I shall 
not read. There may be slight duplication between the testimony I 
shall give and the statement that I have filed, but I think there will be 
so little duplication that I believe it would be worthwhile to incorpo- 
‘ate the statement in the record and have it transcribed. 

The CuarrMan. Let the statement go into the record at this point. 

(The statement is as follows:) 


STATEMENT OF LESTER P. SCHOENE WITH RESPECT TO H. R. 4353, H. R. 4354, Anp 
OTHER IDENTICAL BILLS ON BEHALF OF STANDARD RAILWAY LABOR ORGANIZATIONS 


My name is Lester P. Schoene. I am a lawyer engaged in the general practice 
of law as a member of the firm of Schoene & Kramer with offices at 1625 K Street 
NW., Washington, D. C. 

I appear in support of H. R. 4353, H. R. 4354, and other identical bills repre- 
senting all standard railway labor organizations. These identical bills will here- 
inafter be collectively referred to as “the bill.’”’ All but one of the standard rail- 
way labor organizations are represented in Railway Labor Executives’ Associa- 
tion. That is an association composed of the chief executives of 22 standard rail- 
way labor organizations. The organizations represented in the association are 
the following : American Railway Supervisors’ Association; American Train Dis- 
patchers’ Association; Brotherhood of Locomotive Firemen and Enginemen; 
Brotherhood of Maintenance of Way Employes; Brotherhood of Railroad Signal- 
men of America; Brotherhood of Railroad Trainmen; Brotherhood Railway Car- 
men of America; Brotherhood of Railway and Steamship Clerks, Freight Han- 
dlers, Express and Station Employes; Brotherhood of Sleeping Car Porters: Hotel 
& Restaurant Employees and Bartenders International Union; International As- 
sociation of Machinists; International Brotherhood of Boilermakers, [ron Ship 
Builders, Blacksmiths, Forgers and Helpers; International Brotherhood of Elec- 
trical Workers; International Brotherhood of Firemen & Oilers; International 
Organization Masters, Mates & Pilots of America; National Marine Engineers’ 
Beneficial Association; Order of Railway Conductors and Brakemen; Railroad 
Yardmasters of America; Railway Employes’ Department, AFL-CIO; Sheet 
Metal Workers’ International Association ; Switchmen’s Union of North America; 
the Order of Railroad Telegraphers. 

The only standard railway labor organization not affiliated with Railway 
Labor Executives’ Association is the Brotherhood of Locomotive Engineers. My 
appearance is on behalf of the association and the Brotherhood of Locomotive 
Engineers; consequently the statement I make is presented on behalf of substan- 
tially all the organized railroad employees in the United States. 

Railway Labor Executives’ Association has a standing committee, under the 
chairmanship of Mr. George M. Harrison, president of the Brotherhood of Rail 
way and Steamship Clerks, Freight Handlers, Express and Station Employes, 
which gives constant attention to the functioning of the railroad retirement and 
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railroad unemployment insurance systems and to the development of recom- 
mendations to the Congress from time to time of necessary changes in the laws 
governing those systems. All major changes in those laws in the past 20 years 
has resulted from the adoption by Congress of recommendations so developed 
by that committee and reviewed and adopted by the association. The substance 
of the provisions of the bill was developed in this manner, with consultation with 
representatives of the Brotherhood of Locomotive Engineers, and with import- 
ant advice and assistance from Members of the House and Senate, the legislative 
drafting services, congressional staff members, and staff members of the Railroad 
Retirement Board. 

An understanding of the import of the bill, so far as the railroad retirement 
system is concerned, requires brief recapitulation of what occurred last year. 
In the last Congress the standard railway labor organizations recommended the 
enactment of a three-point program: (1) A general, though by no means uni- 
versal, 15-percent increase in benefits; (2) elimination of the preexisting actu- 
arial deficit in the railroad retirement account and financing of the proposed 
increase in benefits through increasing the railroad retirement tax rate from 
6% percent to 744 percent each on carriers and employees; (3) an offsetting 
income tax saving to the employees through the exclusion of railroad retirement 
tax payments from gross income for income tax purposes. 

When the time for adjournment of the last Congress was rapidly approaching, 
it became clear that Congress could not complete action on this entire program be- 
fore adjournment. The Members of Congress and the organizations representing 
the employees recognized, however, that some emergency interim action had to 
be taken to relieve the distress of retired employees who were trying to live on 
grossly inadequate incomes. The result was the enactment of Public Law 1013, 
approved August 7, 1956, which generally increased retirement annuities by 10 
percent but provided no increase or increases of less than 10 percent to the great 
bulk of survivor annuitants. No provision was made for eliminating the pre- 
existing actuarial deficit nor for financing such increases in benefits as were 
provided for. 

It was understood by all concerned that the action taken last year could not 
be regarded as a final disposition of the problem either with respect to the level 
of benefits or with respect to the financial adjustments necessary to maintain 
the actuarial soundness of the railroad retirement account. It was expected 
that the railway labor organizations would continue to devote their attention 
to these problems and would report to this Congress their recommendations for 
solution. The bill is the outgrowth of those deliberations. 

On the benefit side the major change proposed is a general increase in all 
annuities (age and disability retirement, spouses’, and survivors’), pensions and 
insurance lump sums by 10 percent. There are two minor exceptions: Certain 
minimum annuities now equivalent to the average monthly compensation earned 
in active service and certain widows’ annuities now being paid at a rate above 
the regular widow's annuity in order to avoid a reduction below the spouse’s 
annuity being paid at the time widowhood occurred will be either not increased 
or increased by less than 10 percent. 

The necessity for these increases in benefit payments is readily apparent. 
The average retirement benefit now being paid, even with last year’s increases 
is approximately $112, with age retirement benefits averaging about $115 and 
disability annuities averaging about $104. Annuities being currently awarded 
run a little higher, averaging $120 for all employee annuities currently awarded, 
$125 for age annuities, but only $103 in the case of disability annuities. The 
vast majority of survivor annuities are being paid under the minimum provision 
guaranteeing that the beneficiary will not receive less than would have been 
paid under the Social Security Act had railroad employment been covered by 
that act; in other words, notwithstanding the fact that our people are paying 
nearly three time the tax paid by employees covered by the Social Security Act 
the great bulk of survivors receive no greater benefits than they would if rail- 
road employment were under the Social Security Act. 

With the cost of living at the highest that it has ever been in history, and 
apparently still rising, it should require little argument to persuade anyone that 
the relatively modest increase in benefits proposed in the bill is warranted. 

There are a number of other benefit changes directed to the elimination of 
specific inequities. 

At the present time a disability annuitant who earns more than $100 in any 
month in nonrailroad employment (or engages in any railroad employment or 
service for his last employer) loses his annuity for such month. Consequently 
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one disability annuitant may earn substantially more than $100 in a particular 
month and lose only 1 month’s annuity whereas another may earn just over 
$100 in each of several months, with total earnings less than the first annuitant 
but lose several months’ annuities. In order to eliminate such inequities the 
bill would provide that annuities withheld with respect to months in which more 
than $100 is earned will be paid at the end of the year if the annual earnings 
do not exceed $1,200 and if the annual earnings do exceed $1,200 only 1 month’s 
annuity would be forfeited for each $100 of such excess, treating the last $50 
or more of such excess as $100. 

Three provisions of the bill are directed to the elimination of inequities as be- 
tween the railroad retirement system and the social security system resulting 
from recent amendments to the Social Security Act. Two of these would permit 
women employees and spouses, respectively, who are otherwise eligible, upon 
election to draw annuities beginning at age 62 but the amount of the annuity 
then awarded would be reduced by one and one-hundred-eightieth for each month 
that the annuitant is under age 65 when the annuity begins to accrue. This is 
an actuarial reduction designed to keep the total value of the annuity accruing 
at the earlier age equal to the total value of an annuity beginning at age 65. 
Such optional earlier beginning dates are now permitted under the Social Se- 
curity Act. Likewise, the Social Security Act now provides for the payment of 
an insurance lump sum (substantially a funeral benefit) upon the death of 
an insured employee irrespective of whether survivors are immediately entitled 
to monthly survivor benefits. On the other hand, the Railroad Retirement Act 
still provides for the payment of such insurance lump sums only when no survivor 
_is immediately entitled to monthly benefits. The bill would eliminate this dis- 

parity between the two systems. The level of lump-sum benefits under the Rail- 
road Retirement Act is somewhat higher than that under the Social Security 
Act but the bill would impose a maximum limit of $750 upon such payments. 

The bill would increase the maximum creditable compensation per month 
from $350 to $400 beginning in July of this year. This increased creditable 
compensation would likewise be reflected in the computation of the residual 
lump sum which guarantees that there will be paid with respect to each em- 
ployee, either in benefits during his lifetime, or in survivor payments, an amount 
at least equal to his contributions with an allowance approximately equivalent 
to interest on his contributions. 

With respect to the work clause applicable to survivor beneficiaries there is 
now a distinction between survivors residing within the United States and those 
residing outside. This discrepancy has caused complaint particularly among 
survivors of railroad employees residing in Canada. The bill would make ap- 
plicable to nonresidents the same work clause that now applies to residents 
of the United States. 

Part II of the bill contains the proposed amendments to the Railroad Retire- 
ment Tax Act. 

In line with the proposal to increase creditable monthly compensation from 
$350 per month to $400 per month effective with respect to compensation for 
service after June 30, 1957, the taxable compensation would be likewise increased. 
The rate of tax would also be increased from 6% percent of the taxable pay- 
roll to 714% percent each on carriers and employees. In the case of employee 
representatives, who pay the combined employer and employee tax, the increase 
would be from 12% to 15 percent. 

In addition to the foregoing proposals for immediate changes in the tax pro- 
visions, contingent further increases equal to the scheduled step rate increases 
in the social security tax rate after 1965 are provided to go into effect beginning 
January 1, 1970, on condition that the social security tax increases do in fact 
become effective as now scheduled. Under the financial interchange arrange- 
ments between the railroad retirement system and the social security system 
the railroad retirement system is in effect charged with the equivalent of social 
security taxes on railroad employment and is credited with the benefits that the 
social security system would pay on the basis of railroad employment if it were 
covered by that system. Thus, if and when social security taxes increase the 
charge against the railroad retirement system will correspondingly increase. 
One percent of the immediately effective noncontingent tax increases described 
above has been allowed to meet such increased charges to 1970, but if there- 
after social security taxes have risen as scheduled, the additional contingent in- 
creases will be needed to meet these additional charges. 

These amendments to the Railroad Retirement Tax Act will eliminate the 
current actuarial deficit and provide for the financing of the additional benefits 
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provided for in the bill. The Railroad Retirement Board’s actuaries estimate 
that under the present law the railroad retirement system is incurring an actu- 
arial deficit of 2.98 percent of payroll. The additional costs resulting from the 
bill are estimated at 2.81 percent of payroll but the additional revenues to be 
derived under the terms of the bill are estimated on a level basis to equal 5.42 
percent of payroll. There is accordingly an excess of additional revenues over 
additional costs in the amount of 2.61 percent of the payroll. This excess of addi- 
tional revenues comes within 0.37 percent of offsetting the estimated current 
deficit. It has generally been considered that if estimated costs and estimated 
revenues come within 1 percent of payroll of balancing, the system is in financially 
sound condition. 

Part III of the bill contains the proposed amendments to the Railroad Unem- 
ployment Insurance Act. It is proposed that the daily benefit rates be revised 
so as to provide 60 percent rather than 50 percent of the daily rate of pay for 
the employee’s last employment in his base year up to a maximum of $10.20. 
Certain restrictions on the exclusion of Sundays and holidays as days of unem- 
ployment under certain circumstances would be eliminated. Also, with respect 
to days of unemployment the first registration period in a benefit year is placed 
on a parity with subsequent registration periods; in both instances payment 
would be made for all days in excess of 4 out of 14, instead of in excess of 7 in the 
first registration period as the present law provides. 

A matter that has been of major concern to the railroad employees in recent 
years has been -the extent to which economic, technological, and other changes in 
the industry have resulted in the permanent displacement of employees with 
many years of service at ages when they are too young to retire but too old to 
find other employment. The payment of 130 days’ maximum unemployment 
benefits in such cases does not come near providing any adequate or equitable 
disposition of the claims such employees have on the industry. The bill therefore 
proposes that when employees with at least 5 years of service become unemployed 
involuntarily and exhaust their normal unemployment benefit rights they may 
be paid benefits for additional periods graduated according to length of service 
and ranging from 18 months in the case of employees with less than 10 years 
of service to 444 years for employees with 20 or more years of service. 

In recognition of the higher earnings potential by reason of wage increases in 
recent years the bill would increase the minimum base year earnings necessary 
to qualify for benefits from $400 to $500. 

In line with the amendments to the Railroad Retirement Tax Act the tax base 
would be increased from $350 to $400. 

Under the sliding scale of contributions in the present law contributions range 
from one-half of 1 percent of taxable payroll when the reserve in the account 
is $450 million or more to 3 percent of the taxable payroll when the reserve in 
the account falls below $250 million. In order to provide adequate financing for 
the improved benefits the bill would revise this sliding scale to range from 2 
percent when the reserve in the account is $450 million or more to 4 percent when 
the reserve falls below $300 million. 

Although provision is made for the possibility of the contributions rising to 4 
percent, this does not mean that 4 percent will be required. Mr. EB. L. Oliver will 
present information to the committee showing the extent to which the carriers, 
through their employment practices, can control the actual cost that will be 
incurred. It is one of the purposes of the bill to provide a financial incentive to 
the carriers to stabilize employment and to reemploy in new jobs employees who 
are permanently displaced from their previous employment. 

This concludes my discussion of the terms of the bill which is before this com- 
mittee for consideration. The committee should know, however, that this bill 
does not embody the complete program of recommendations which the standard 
railway labor organizations are making to the Congress. Our program this year, 
as last year, is a three-point program involving liberalization of benefits, increase 
in the railroad retirement tax rates, and exclusion of employee taxes from income 
for income tax purposes. 

The third point in this program, the exclusion of employee taxes from income 
for income tax purposes, is included in a separate bill which is H. R. 5551 in the 
House and will probably be introduced in the Senate shortly. That bill will re- 
quire consideration by the House Ways and Means Committee and the Senate 
Finance Committee and for that reason its provisions have not been included 
in the bill that is before this committee for consideration. 

We found last year that a great many Members of Congress felt that there was 
ample justification for the exclusion of employee railroad retirement taxes from 
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income for income tax purposes, but they likewise felt that for the same reasons 
employee social security taxes and contributions to the civil service retirement 
system should be given the same treatment. There was, accordingly, a feeling 
that preferential treatment of railroad employees was being sought. We have 
taken account of that sentiment and the bill H. R. 5551 applies to employee social 
security taxes and civil service retirement contributions as well as the railroad 
retirement taxes. 

The Cuarman. May I inquire if you will generally follow your 
prepared statement / 

Mr. Scorn. In substance, but I expect to go into more detail as 
to the spec ific provisions of the bill in my testimony. 

The Cuamman. The members would probably like to know so they 
could keep up with you as you go along. 

Mr. Scuoene. I do not think it would be helpful to try to follow 
the written statement. 

The Cuarmman. Very well; just so we have an understanding 
about it. 

Mr. Scuorene. My name is Lester P. Schoene. I am a lawyer en- 
gaged in the general practice of law as a member of the firm of Schoene 
& Kramer, with offices at 1625 K Street, NW., Washington, D. C, 

The or ganizations listed on the first page of my statement are those 
organizations represented in the Railway Labor Executives Associa- 
tion. That association includes all the standard railw: ay labor organi- 

zations exc ept the Brotherhood of Locomotive Engineers, and I am 
authorized in my appearance this morning to speak also for the 
Brotherhood of Locomotive Engineers. Consequently the testimony 
IT shall present will be on behalf of substantially all the organized rail- 
road employees in the United States. 

The Railway Executives Association maintains a standing commit- 
tee under the chairmanship of Mr. George M. Harrison, president of 
the Brotherhood of Railway and Steamship Clerks, which gives con- 
stant attention to the functioning of the railroad: retirement and un- 
employment insurance systems, the problems that arise with respect to 
it, and from time to time has made recommendations first to the asso- 
ciation and upon review by the association to the Congress for amend- 
ments we consider necessary or desirable in the laws governing those 
two systems. Substanti: ally all the amendments that have been made 
in the last 20 years have resulted from recomme ndations originating 
in that committee reviewed by the associ ation and ultimately recom- 
re to Congress, the substance of the provisions cont: ained in H. R. 
4353, H. R. 4354, and other identical bills are no exceptions in that 
they did evolve from consideration by the association, but I do want 
to say that in those deliberations there was very important and con- 
stant assistance from the chairman of this committee and from Mr. 
Wolverton, both of whom, as you all know, have been on the com- 
mittee a long time and have taken a constant and intense interest in 
these systems and have gained very valuable experience which we felt 
desir able to utilize in our own deliberations, and while the Railw: ay 
Labor Executives Association appears wholeheartedly in support of 
the bills, I do want to pay tribute to the participation of Mr. Harris 
and Mr. Wolverton in the formulation of these proposals and in the 
assistance that they gave in our wrestling with very important and 
difficult problems. 

I think complete comprehension of the situation to which these bills 
are addressed requires very brief recapitulation of what occurred 
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last vear and what the chairman referred to yesterday as unfinished 
business. We proposed last year a 3-point program to the Congress. 
It involved, first, a general, but by no means universal, increase of 
15 percent in the benefits under the Railroad Retirement Act. Sec- 
ondly, we proposed to eliminate the then existing actuarial deficit in 
the Railroad Retirement Act as disclosed by the sixth actuarial valu- 
ation and to provide financing for the additional benefits proposed 
through an increase in the railroad ret tirement taxes, both on the em- 
ployers and on the employees, from 614 percent to TY, percent. 

We proposed that this rather subst: antial contribution on the part 
of the railroad employees and the increase therein be offset to some 
extent by savings in income taxes through the exclusion of the rail- 
road retirement taxes on the employees from gross income for pur- 
poses of the income-tax laws. 

I don’t suppose it is necessary to say that they are of course already 
excluded, so far as the employer is concerned, from the much higher 
corporate tax rate of 52 percent. As the time for adjournment. ap- 
proached it became clear that the Congress could not complete its con- 
sideration of that entire 3-point program before adjournment. 

Nevertheless, it was considered that some emergency action was 
nesessary to relieve the distress of these retired employees and the 
survivors of deceased employees who were attempting to live under 
conditions of rising costs of living on very inadequate incomes, 

Consequently Congress enacted a bill providing for what was gen- 
erally a 10-percent increase, although again not universal, even among 
the retired employees. It also revised the formula for computing 
survivor annuities upward by 10 percent, but that had very little 
effect for the reason that the great bulk of survivor annuities were 
already being paid under the minimum benefit provision in the act 
which provides that the benefit shall not be less than it would have 
been under the Social Security Act if railroad employment had been 
covered by that act, and the 10-percent increase in the railroad formula 
was not sufficient to bring most of those annuities up to the amount of 
the social security benefit, and consequently we are even today award- 
ing some 90 percent of the survivor benefits on the basis of that social 
security minimum. 

Likewise with respect to spouse’s benefits. We have a ceiling on 
spouse’s benefits not paying more than the maximum spouse’s bene- 
fit that would be payable under the Social Security Act that was not 
changed last year, with the result that most spouse’s benefits were 
either not increased or increased less than 10 percent. 

That emergency action was taken without making any provision for 
either eliminating the deficit disclosed by the sixth actuarial valua- 
tion, or financing the additional cost that was incurred through the 
benefit liberalizations made in last years’s legislation, but with the un- 
derstanding on the part of the members of the Committee, both in the 
House and the Senate, and on the nig of our organizations, and by 
the President when he signed the bill, that we would put our heads 
together this year and come up with recomme ndations for solution 
to all the unsolved problems that were left. by last year’s partial action 
and partial inaction. 

We have found that the benefit levels, notwithstanding the increase 
last year, remain wholly inadequate. Of course, so far as survivor 
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benefits are concerned, as I have already indicated, they are being 
paid by the measure of the Social Security Act. 

In other words, with respect to the survivors of our deceased em- 
ployees, 90 percent of them are being awarded under a formula that 
gives them no more than they would have had if the employee whom 
they survived been employed under the Social Security Act and had 
paid that rate of taxes instead of the 614 percent that he pays under 
the Railroad Retirement Act. So far as the retirement benefits are 
concerned, they are averaging only $115 a month, that is, for those on 
the rolls, even with that 10- percent increase. 

Actually the average for all retirement annuities is somewhat lower 
than that. When I speak of the $115 I am speaking of average retire- 
ments. The disability retirements average only about $104. 

Of the annuities being currently awarded the retirement annuities 
run a little higher than that, about $125, but for some reason the age 
annuities being currently awarded are averaging only $103, or even 
a little less than the average for the total on the rolls. 

We are consequently proposing on the benefit side as the major 
change in benefit levels a general and almost universal additional 10- 
percent increase in the benefits. The only exceptions to the universal- 
ity of the 10-percent increase are these: 

We have some annuitants who are being paid under one of our mini- 
mum annuity provisions that gives them as much in the annuity as 
their average monthly compensation was while they were in active 
service. There are relatively few of those. They are generally people 
who had short periods of service or very low earnings when they were 
in the industry, but we have not proposed that that minimum be in- 
creased to 110 percent of their average earnings while they were in 
active service, so that all of those who continue under that minimum, 
notwithstanding the 10-percent increase in the formula, would receive 
no increase in the benefits as provided by this bill, and others who may 
rise above that minimum may not rise as much as 10 percent. 

There is one further exception. Although the survivor benefits 
would be increased by 10 percent, both in the computation under the 
Railroad Retirement Act and in the social security minimum, we 
have some surviving widows, again rather few in number, who are 
being paid a survivor benefit higher than either the social security 
minimum or the railroad retirement formula by reason of the pro- 

vision that if a spouse is receiving a spouse’s annuity at the time 
widowhood occurs the survivor annuity shall not be less than the 
spouse’s annuity. 

In other words, we avoid a reduction in the annuity being received 
at the time widowhood occurs and we have not proposed any increase 
in that minimum, so that those for whom, say, 110 percent of the 
social security minimum would not bring them up as high as the mini- 
mum they are already receiving under the guaranty not to reduce 
a spouse’s annuity at widowhood, there might. be no increase. 

However, with those exceptions the major benefit provision in the 
bill is an-across-the-board 10-percent increase so far as retirement 
benefits are concerned. 

The Cuatrman. For clarification, under present law a spouse re- 
ceives 2 maximum of $54.40, is that right / 

Mr. Scuorene. A maximum of $54.40, that is right. 
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The Cuarmman. The average which a spouse receives is estimated 
to be about $30? 

Mr. Scnoenr. I think that is correct. 

The CHarrman. If a spouse who received the maximum of $54.40 
then finds herself widowed, she will continue to receive the $54.40 
even though under present law she might receive less ? 

Mr. Scnorener. That is right. Even though the survivor benefit 
would be less than that she would continue to receive what she had 
been receiving as a spouse, and the maximum which you referred to, 
Mr. Chairman, would be increased by this bill by 10 percent, so that 
instead of having the situation we had last year of maintaining that 
ceiling that prevented so many of the spouses from getting the in- 
crease, that ceiling is now increased 10 percent by the proposals in this 
bill. 

The CuatrmMan. Do you consider that a minor exception? 

Mr. Scuorene. Oh, no, that is not a minor exception. 

Mr. O’Hara. May I ask one question there, Mr. Schoene ? 

What is the survivor benefit under social security? Of the spouses’ 
benefit what is the monthly payment ? 

Mr. Scuorne. It is 50 percent of the employees’ primary insurance 
amount, which Mr. Niessen explained to us, and that now comes to a 
maximum, as I understand it, of $54.40. 

There are a number of other substantive changes proposed with re- 
spect to the Railroad Retirement Act, and I think I can best present 
those by reference to the specific sections of the bill. If it is agree- 
able to the committee I would like to discuss the specific sections of 
the bill. 

A number of them are merely technical and conforming and in the 
interest of saving time when I come to those sections I will simply 
identify them as being of that character and not go into the tech- 
nical details of draftsmanship. 

The CuarrMan. So that the record may be clear, you are testifying 
in behalf of H. R. 4353 and all identical bills? 

Mr. Scnornr. That is correct. 

The Cuarrman. You are not testifying on any of the various other 
bills that are before the committee 

Mr. Scuoenr. That is right. I can say with respect to all the other 
bills that I have seen, and I think I have seen all of them, that they 
provide various kinds of changes and liberalizations in benefits which 
to one degree or another would increase the expenditures of the system, 
would make no provision for financing those additional expenditures, 
and no provision for eliminating the present deficit, and regardless of 
whether we would consider any particular improvement in benefits 
desirable, it is our firm position that this system must be kept on a 
sound financial basis and we are consequently opposed to any bill 
which would in the face of the present existing actuarial deficiency in- 
crease expenditures without making adequate provision for financing. 

That can be the total of my testimony as to all other bills. 

Looking first as section 1 of the bill, and I will refer to subsection 
(a) first, that section is addressed to a situation involving an inequity 
as between the railroad retirement system and the Social Security Sys- 
tem arising from the social security amendments of last year. Under 
the Social Security Act as amended last year women employees are 
given the option to retire at the age of 62 instead of 65, but taking an 
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annuity in an amount that is actuarially reduced from the amount to 
which they would be entitled if they were age 65, so that the total value 
of the annuity at age 62 remains the same as it would be at the age 
of 65. 

Our women employees with less than 30 years of service do not have 
that option and we feel that they should have it. Our women em- 
ployees if they have 30 years of service may retire at as early an age 
as 60 and receive their full annuity, but if they have less than 30 years 
of service they must now wait until age 65 before they can retire. 

Section 1 (a) of the bill would permit them as under social security 
at their option to retire at the age of 62, taking a reduction of one 
one-hundred-and-eightieth in the amount of annuity for each month 
that they are under age 65 at the time of retirement. That is cal- 
culated to make the value of the annuity the same and consequently 
would add no cost to the retirement system. 

It would also however, make the application of the social security 
minimum more practicable with respect to the women employees. 

Coming to section 1 (b) that section is addressed to an inequity aris- 
ing among our disability-retired employees. As a sort of pragmatic 
test of possible recovery from disability, the present law prov ides that 
an employee on disability retirement who earns more than $100 in any 
month in nonrailroad employment loses his annuity for that month. 
Of course, if he works in the railroad industry or for the last person 
by whom he was employed before he retired, he, like an age-retired 
annuitant, receives no annuity for that month regardless of the amount 
of the earnings, but if he engages in some other employ ment and earns 
more than $100 a month he loses the : annuity for that month. 

We have varying situations. We find that occasionally one of these 
individuals may earn very considerably in excess of $100 in a single 
month and he loses only the 1 month annuity. We have other 
cases whereby earning only slightly over $10 in several months dur- 
ing the year the individual loses several annuities, one for each month 
in which he exceeded the $100 amount, but he may have total earn- 
ings less than or not in excess of the other fellow who earned it all 
in 1 month and the one loses several annuities, whereas the other loses 
only 1. 

We found also that under the general work clause under the Social 
Security Act the amount taken into consideration is $1,200 per year. 
C onsequently, we felt that this inequity between disability annuitants 
arising from the fortuitous circumstances as to how many months is 
covered by the amounts they may earn could be eliminated by ap- 
proaching it from an annual average point of view. We felt that the 
social security work clause is for one thing too complicated, and for 
another thing, can result in complete loss of income after employ- 
ment ceases through subsequent withholdings, which we did not feel 
was equitable, and might result in severe h: ds ship. 

We consequently devised a modification of the present system which 
we propose that the retirement board will continue to withhold pay- 
ment of an annuity for any month in which the individual earns in 
excess of $100, but at the end of the year if it is found that the total 
earnings for the year are not in excess of $1,200 any withheld annuities 
will be paid, and if the amount earned is in excess of $1,200 we would 
not draw a sharp line at $1,200, but retain only 1 month’s annuity 
for each $100 that the total earnings exceed $1.200, treating the last 
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$50 as $100. We feel that in that way there can be an equitable adjust- 
ment among these disability-retired employees. It may not com- 
pletely eliminate all inequities or inequalities, but we think we have 
come pretty close to it. 

Mr. O'Hara. Mr. Schoene, in respect to earnings, does that mean 
salaries for wages or would it also include returns from investments? 

Mr. Scuornr. It would not include returns from investments, It 
would, however, include earnings in self-employment, so-called self- 
employment. I do not like that term. It always seems to me to be 
self-contradictory, but it has come into use so I will use it too. 

It is substantially the kind of earnings that would be covered by 
social security, which does include self-employment but not imvest- 
ment earnings. 

Coming to section 1 (c) of the bill on page 3, that section modifies 
the maximum ceiling on spouses’ annuity, which I have already re- 
ferred to, by making it 110 percent instead of an amount equal to the 
maximum amount payable under social security, and it is through that 
that the spouses now getting the maximum would receive their increase 
of 10 percent. 

Section 1 (d) is one of these technical conforming amendments that 
I earlier referred to and I will not stop to discuss it in any detail. 

Section 1 (e) is comparable with respect to spouses to section 1 (a) 
which I have already discussed. At the present time a spouse of a 
retired employee under the Railroad Retirement Act is not eligible 
to a spouse’s annuity until she reaches age 65, but under the Social 
Security Act, as amended last year, assuming that the retired employee 
is age 65 and is drawing benefits on that ‘basis, a spouse under the 
Soc ial Security Act i Is given the same election as the woman employee 
of taking her spouse’s annuity at age 62, but with the reduction in 
the amount to render that annuity at age 62 of the same value that it 
would have been had it been deferred to age 65. 

We propose in section 2 (e) of the bill to afford that same option to 
the spouse of a railroad employee. 

Section 2 (a) of the bill changes the factors on which retirement 
annuities are computed by increasing each of those factors by 10 
percent above their expression in the present law with the result that 
an annuity computed on the revised formula will be 10 percent higher 
than one computed under the present law. 

The reference to $250 on line 2 of page 4 at the end of the subsec- 
tion I have just been discussing refers to an amount in excess of $150 in 
the formula and by being changed from $200 to $250 takes account of 
the fact that we are also in this bill proposing to increase the maxi- 
mum creditable compensation from $350 per month to $400 per month. 

The Cnatrman. In this 10 percent general increase will there be a 
small percentage of those who will not receive the increase as oc- 
curred with the legislation that we enacted last year ? 

Mr. Scnoenr. The only exceptions on the retired employees are the 
ones I have already referred to, Mr. Harris, namely those being paid 
under the minimum that provides them an annuity equal to the amount 
of the average compensation they earned while in active service. So 
far as the retired employees are concerned those are the only excep- 
tions. 

The CuarrmMan. What about the spouses and the widows ? 
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Mr. Scuornr. The spouses and widows would all receive the 10- 
percent increase with the exception of the small group I previously 
referred to of those widows who are now receiving above the normal 
survivor’s annuity, even as increased by 10 percent, on account of not 
reducing the annuity below what they were receiving as spouses at the 
widowhood occurred. 

The Cuarrman. How many then would you say out of the total 
would not receive any increased benefits because of the provisions of 
this section ? 

Mr. Scuornr. I think that is covered in the Railroad Retirement 
Board and I will have to refer to that to get the figure. If my mem- 
ory serves me there are about 2,000 of these. Perhaps Mr. Matscheck 
can save me by giving me those figures? What is the number of the 
widows who are being paid under the nonreduction feature and who 
would receive no 10-percent increase under this bill? I understood 
it is 2,000. 

Mr. O’Hara. Mr. Schoene, how many widows are on the rolls of the 
railroad retirement ? 

Mr. Scnoenr. That, too, is available in the report of the Board. It 
is about 165,000. 

That includes both the aged widows and widowed mothers. 

We have two categories of widows, Mr. O'Hara. The 165,000 figure 
refers to the widows who are age 60 or over and whose railroad em- 
ployee husband has died. 

Mr. O’Hara. Then how many of the widowed mothers are there? 

Mr. Scuorenr. There are about 11,000, they tell me. That is a cate- 
gory in which benefits are paid only until the children reach 18, so of 
course they are coming off the rolls constantly too. 

Section 2 (b) of the bill is the provision that changes the maximum 
creditable compensation from $350 a month to $400 a month begin- 
ning with compensation paid after June 30, 1957. 

Section 2 (c) of the bill addresses itself to the minimum-annuity 
provisions and in each case adjusts either the formula or, in the case 
of the social security minimum, the language, so as to provide a 10- 
percent increase in the minimum with the exception of the one I have 
already referred to that provides an annuity equal to the amount of 
average compensation earned while in active service. 

Section 3 (a) again is directed to a situation in which an inequity 
between the railroad retirement system and the social security system 
has arisen. Originally, under the survivor’s benefit provisions of both 
the Social Security Act and the Railroad Retirement Act, a lump- 
sum death benefit, substantially a funeral-expense benefit, was paid 
to the survivors if there were no survivors eligible immediately to 
receive a monthly benefit. That restriction is still in the Railroad 
Retirement Act. 

In other words, if a railroad employee dies and he leaves the widow 
or children eligible immediately to receive monthly survivor’s bene- 
fits, no lump-sum benefit is paid. However, under the Social Security 
Act as now amended the lump sum is paid in all cases where the in- 
dividual was insured and there are survivors. 

We propose in section 3 (a) of the bill to amend the Railroad Re- 
tirement Act also to provide for the payment of that lump-sum 


funeral benefit, irrespective of the survival of beneficiaries entitled to 
receive monthly benefits. The lump sums as computed under the rail- 
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road retirement system run somewhat higher than they do under the 
social security system and in course of time could come to some rather 
substantial amounts, 

In order to avoid excessive payments under this provision we have 
included in line 4 on page 5 a maximum of $750 on the amount that 
can be paid through these lump sums. That is not a restriction of 
any consequence on present payments. These lump sums now average 
about $580, so that the $750 maximum is not a currently effective re- 
striction, but is ad iréaied to preventing these amounts from becoming 
excessive in the future. 

In section 3 (b) we are concerned with another type of lump sum. 
The railroad retirement system assures to all employees that there 
will be paid, either during their lifetime or to their survivors after 
their death an amount at least equal to the contributions they have 
put into the system together with an allowance in lieu of interest. 
That is computed by taking various percentages of their average com- 
pensation slightly m excess of the tax rate in effect at the time the 
compensation was earned, and from the amount so computed there is 
deducted the total of benefits paid to her on behalf of the employee 
and if those benefits are less than the stipulated percentages of the 
compensation which would equal the contributions he made, plus in- 
terest, that difference is paid to surviving beneficiaries or to his estate. 

Section 3 (b) of the bill adjusts those percentages to take account 
both of the proposed increase in the creditable and taxable compen- 
sation from $350 to $400 and the proposed increase in the ta ax rate, 
which I shall subsequently discuss, of from 644 percent to 744 percent. 

Section 3 (c) addresses itself to the provisions g governing ‘the maxi- 
mum and minimum annuities payable to survivors. There : again each 
of the factors are adjusted by an upward change of 10 percent. 

Mr. Hare. May I interrupt, Mr. Chairman? 

The Cuarrman. Mr. Hale. 

Mr. Harr. I see that you add $3.30. 

Mr. Scuoene. That is right; I think you will see that each of those 
figures is increased 10 percent. 

Section 3 (d) relates to the work clause applicable to survivor an- 
nuitants residing outside the United States. Generally speaking, the 
work clause applicable to survivors under the railroad retirement sys- 
tem is exactly the same as that applicable to survivors under the Social 
Security Act. The Social Security Act provides, apparently because 
employment outside the United States is not covered by social security, 
an entirely different work clause, namely, that they lose their annuity 
for every month in which they work 7 or more days. We copies that 
originally in the Railroad Retirement Act when it was adopted in 
social security. 

We have quite a few railroad employees who work for American 
railroads in Canada and who are covered by this act and reside there 
and most likely when they die their survivors will continue to reside 
there. Consequently, it is a fairly substantial problem with us to 
have a discrimination between the survivors of nonresidents and the 
survivors of residents. We are proposing therefore in this section 3 
(d) to make applicable to the survivors outside the United States, prin- 
cipally in Canada, the same work clause that would apply if they were 
residents in the United States. 
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Section 3 (e) refers to the computation of what is called the average 
monthly remuneration on which the computation of survivor benefits 
is based. I might explain. I think most members of the committee 
are familiar with the fact that when it comes to the computation of 
survivor benefits, railroad employment and social security employment 
is combined and, if the individual has a current connection with the 

‘ailroad industry at the time of his death, the survival benefit is paid 
under the Railroad Retirement Act. 

If he has left the railroad industry and no longer has a current 
connection with the railroad industry, his survival benefit is paid under 
the Social Security Act, but in either case railroad and nonrailroad 
wages are combined and a single benefit is paid under one system or 
the other. For that reason the formula in computing the so-called 
average monthly remuneration has to be somewhat different from the 
average monthly compensation which is limited to railroad wages, 
and here in section 3 (e) we are amending that formula to take into 
account earnings up +0 $400 per month beginning July 1, 1957. 

Mr. Bennett. Mr. Chairman. 

The Cnamman. Mr. Bennett. 

Mr. Bennett. Mr. Schoene, before you leave section 3 (e), I would 
like to ask you about a proposal that I made several years ago that 
was adopted by the committee and later withdrawn, but which had the 
effect of eliminating the so-called last employer clause, which under 
the present law prevents an annuitant not only from returning to work 
for a railroad but from returning to work for an employer other than 
the railroad for whom he was working at the time he had become en- 
titled to his pension, whether it was disability or whether he retired 
because of longevity. Do you have any opinion to express as to the 
merit of some amendment in the present bill which would eliminate 
the “last employer” clause ? 

Mr, Scuoenr. Yes, Mr. Bennett; I will comment on that. 

As you know, you have discussed that problem with me on a num- 
ber of occasions and with a considerable number of the chief execu- 
tives in our association, and particularly members of our retirement 
committee, and we have given a great deal of consideration to that 
kind of a proposal. W hen you made the proposal in committee here 
a few years ago and the committee adopted it, we asked you to have 
it reconsidered, and I think it is fair to say that it was upon action 
at our request that you asked for a reconsideration by the committee 
and secured its elimination. The provision requiring cessation of 
service for the last employer as well as for the railroad embodies a 

rather fundamental portion of the } hilosophy underlying this rail- 

road retirement system and that is that insofar as the retired benefits 
are concerned it should apply to provide the best benefits we can for 
the people who are genuinely retired and are no longer in the labor 
market. 

We have consistently been fundamentally opposed to having people 
qualify for benefits and then go out and work somewhere else, using 
the funds of the railroad retirement system as a supplement to wages. 

It is not only an unfair item of cost compared with the people 
who really need this money as a basis for their support, but it is also 
a dilution of the labor market and an inducement to the payment of 
low wages to have these supplements to income. 
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It was the original thought that, when an individual was age 65 
or was disabled and he gave up his employment in the railroad indus- 
try and any employment that he then had at the time he started 
drawing the annuity, for all practical purposes there was no chance 
that he would get another job and consequently the last-employer pro- 
vision was sufficient to assure that he would be genuinely retired and 
would not be out on the labor market. 

You will recall that this was written in 1937 and availability of 
jobs was quite different from what it is now. With the continued 
availability of employment it is now possible and does occur that 
people may retire from the railroad industry, may retire from the 
work of their last employer, and would go out and get some other job. 
That I think is what gives rise to what is troubling you, Mr. Ben- 
nett, and you have used this illustration yourself, that a fellow may 
be working at a filling station, for example, and he has to give up 
that job, but he can go across the street and work in the filling station 
across the street. 

Mr. Bbennerr. Yes. 

Mr. Scuoene. I| quite agree that that is an anomalous situation. I 
do still feel, however, and I think the association feels, that that last 
employer requirement should not be eliminated entirely. If a fellow 
has left the railroad industry and has gotten himself, say, a full-time, 
full-wage job in some other industry, we see no reason why he should, 
upon attaining age 65, start drawing a railroad retirement annuity 
and keep right on wor king i in this other industry. 

If, however, the employment that he has is of some minor nature, 
a part-time sort of job that does not provide a real job in industry, it 
would probably be desirable to eliminate the anomaly of making him 
give up one such job to go take another. 

Consequently, upon further consideration of the matter, Mr. Ben- 
nett, at your request, we have concluded that if you want to propose 
an amendment that would limit the effect of that last-person clause 
to some limited portion of earnings, say, like $100, or making it 
analogous to the disability work clause, that we would not be opposed 
to such an amendment. 

Mr. Bennett. Thank you. I think that provision would put the 
people in that category on an equitable basis with others who were 
similarly situated. 

This “last employer” clause has served to discriminate, at least in 
my opinion, against a few people who just happened to quit the rail- 
road and take other part time employment and meanwhile became 
eligible to a pension and they then found themselves unable to go back 
to that particular kind of a job, whereas somebody else can go out and 
work in other employment. 

Mr. Scuorenr. I recognize the anomaly that that creates and our 
association does. 

The CHatrman. Can we suggest that you and Mr. Bennett work out 
an amendment on this so that we can go ahead with the other provi- 
sions of the bill ? 

Mr. Bennett. All right, Mr. Chairman. 

Mr. Scuorene. Yes; I will be glad to be of assistance to Mr. Bennett 
if he wants to work out such an amendment. 

Mr. Bennerr. Thank you. 
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Mr. Scxnorne. I think I had just completed the discussion of sub- 

section 3 (e) on page 6 when Mr. Bennett asked me the question. 

Subsection (f) likewise relates to the crediting of the compensation 
in the computation of the average monthly remuneration. It takes 
into account the increase in creditable compensation to $400 beginning 
in the middle of this year. You will note the figure $4,500 on line 
17 for the year 1957. That i is a reflection of the fact that in the first 
half of the year a maximum of $350 would be creditable and in the 
latter half of the year $400. The $4,500 is simply an average taking 
of that variation into account. i 

Subsection (g) beginning at line 24 of page 6 adjusts the computa- 
tion of the basic amount which j is the basic unit in the computation of 
survivor benefits by again increasing all the factors by 10 percent. 

That is the extent of the textual changes i in the Railroad Retirement 
Act. 

Section 4 without making any textual change would simply direct 
that the pensions, that is, those taken over from the old railroad volun- 

tary pension system and who are stiJl being carried on the rolls of 
the Railroad Retirement Board, and the annuities that were originally 
awarded under the Railroad Retirement Act of 1935, some of which 
are being carried still, and the survivor annuities being paid under a 
former provision permitting optional survivor annuities before we 
had general survivor annuities, shall all be increased a flat 10 percent. 

Section 5 deals entirely with the effective dates of the other fore- 
going provisions and w hile it is varyingly expressed, the effective date 
1s July 1, 1957, except that with respect to this change in the disability 
work clause it would apply for the entire year 1‘ 957, because of course 
it comes into operation only at the end of the year anyway and would 
take the entire year into consideration. 

Part 2 of the bill contains the amendments to the Railroad Retire- 
ment Tax Act and without discussing it subsection by subsection, I can 
tell you more clearly and directly just what the bill proposes to do. 

These amendments to the Railroad Retirement Tax Act as I have 
already indicated I think, would increase the rate of tax on both em- 
ployers and employees from 61, percent at present to 744 percent, and 
would increase the amount of taxable compensation from a maximum 
of $350 per month at the present time to $400 per month. Of course 
in the case of the so-called employee representatives whose employers 
pay no tax, but who themselves pay the combined tax, the increase is 
from 121% percent to 15 percent to correspond with the change made 
in the employer and employee tax. 

I think I should make this observation with respect to the increase 
in the taxable base from $350 to $400. 

The time the system was first enacted the ceiling was $300 per month. 
Under wage rates as they existed at that time a ceiling of $300 a 
month resulted in making taxable over 95 percent of the total payroll. 
As wage levels have risen, however, in the intervening years, even the 
increase that was made some years ago from $300 to $350 in the ceiling 
still results in taxing at the present time only about 83 percent of the 
payroll. With the increase in the ceiling to $400 it is estimated that 
wbout 90 percent of the total payroll will become taxable. I direct 
vour attention to the fact that even wih this increase a smaller percen- 
age of the total payroll will be taxable than was taxable originally 
under the $300 ceiling. 
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Mr. Moss. Mr. Chairman, I wonder if I might ask a question at that 
point ? 

The CHatrman. Mr. Moss. 

Mr. Moss. This will take the subject compensation to $4,800 a year 
for the railroad employee ¢ 

Mr. Scnuoene. That is right. 

Mr. Moss. We retain $4,200 as the ceiling in the social security sys- 
tem. What effect'is there on the social security system for an em- 
ployee who might make an average of $400 a month for 9 years and, 
stop working for the railroad? Is this interchange with ‘the social 
security system accomplished only as to his $4,200 of earnings, is that 
correct 4 

Mr. Scnoene. That is my understanding, yes. Of course the trans- 
fer, as I understand it, is not actually made on an individual employees 
account basis. It is made through computations that I am sure I am 
not capable of understanding, but the general effect is to charge the 
railroad retirement system w ‘ith the amount of tax that social sec urity 
would have collected if railroad employment had been covered by that 
act, and to credit the railroad retirement account with the amount of 
benefits that the social security system would have paid on that em- 
ployment if it had been covered by the Social Security Act, so that 
we make a profit on the fellow you are talking about. 

Mr. Moss. I should really have asked that question of Mr. Niessen. 

Mr. Scuoene. If you are not too concerned about the details of the 
computation, I think I can answer it. 

Mr. Moss. I think we might find it difficult to discuss those in any 
great detail. 

Mr. Scnoene. I would certainly. 

In addition to the unconditional tax increase which I have discussed, 
part 2 of this bill also provides i in subsection (d) of section 201 for a 
possible contingent further increase beginning in 1970, conditioned 
upon the social security tax at that time having risen above 2%4 
pere ent. 

The reason for that is again closely related to the financial inter- 
change provisions. In arriving at the estimate that 714 percent tax 
on each side, or a total of 15 percent, will support this system as revised 
by this bill and make it actuarially sound, allowance has been made 
for paying to the social security system the social security taxes at 
the current rate, and 1 percent of the 15 percent, which is non- 
contingent, has been allowed for scheduled future increases in the 
social security tax, because of course as those step rates go into effect 
the amount we would be charged would also increase, and, as I say, 
we have allowed not only for the current charges, but for the scheduled 
future increases to 1970. However, if they continue to increase beyond 
the 234 percent, then beginning in 1970 we would have to have some 
additional funds. That is made contingent for this reason: 

A great many people believe, and I think there is sound reason to 
believe, that although the social security system now contemplates 
those increases in the tax rates, and Mr. Myers told you that the social 
security system is actuarially sound and he is relying on those future 
increases, nevertheless, experience with social secur ity has shown itself 
so unpredictable that it is very uncertain what the situation will be 
in 1970. 
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The Cuarman. I think we are going to have to recess until 1: 30. 
Are you going to be back ? 

Mr. Drncetu. Mr. Chair man, I intend to be back this afternoon, but 
I do have just one question. 

You said that social security has been unreliable. 

Mr. Scuoene. I did not say it was unreliable; no. 

Mr. Drneett. Haven’t all the mistakes in accounting and in ac- 
tuarial studies which have been found in social security been uniformly 
on the side of safety. In fact the fund is much more solvent than it 
was ever contemplated that it would be at this stage. 

Mr. Scuoene. I think that isa fair statement. \ 

Mr. Dinceti. They have on no occasion erred on the side of being 
unsafe or impairing the solvency or impairing the actual actuarial 
soundness of the fund ? 

Mr. Scuoene. Not at all, and if anything I said implied otherwise 
I certainly want to correct it. 

The Cuarrman. That I believe does complete then your analysis 
down to the part 3. j 

Mr. Scuoene. I think substantially, Mr. Chairman, if I may just 
add one sentence to conclude the thought that I had begun that exper- 
ience has shown, as Mr. Dingell has pointed out, that studies have 
erred on the side of conservatism and scheduled increases in tax rates ) 
have been deferred or eliminated. We think it may happen again, par- ) 
ticularly in view of the fact that some estimates indicate that if these fi 
scheduled rates go into effect the reserves will perhaps exceed $100 t! 
billion and there is good reason to doubt whether a reserve $100 billion ti 
will be permitted to be built up. P 

The CHamrman. The committee will recess until 1: 30. 

(Thereupon, at 12:08 p. m., the committee recessed, to reconvene 
at 1:30 p.m., the same day.) te 


—_—— 
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\FTERNOON SESSION 
The CuarrMan. The committee will come to order. 


STATEMENT OF LESTER P. SCHOENE, ON BEHALF OF THE STAND- 
ARD RAILWAY LABOR ORGANIZATIONS—Resumed 


The Cuarrman. Mr. Schoene, you had concluded your presentation . 
on the first part of the bills, That is, that part with reference to the 
Railroad Retirement Act and the Railroad Retirement Tax Act ? h 

Mr. Scuorenet. That is correct. t| 

The Cuarrman. I thought that perhaps it might be better to discuss t] 
these subjects as we go along and not be discussing one of them at one 
time and then jumping back to the other. 

So, if we conclude the retirement phase of it before we pass on to 
the Unemployment Insurance Act, it might keep us from getting con- 
fused between the two. 

Mr. Scnoene. I think that isa good procedure, Mr. Chairman. 

The Cuamman. I usually do not do this, but I think I might ask r 
if my colleagues will bear with me just a moment. I did have some 
discussions with several of you in the course of the preparation of this 
bill and our staff worked with the legislative counsel's office on this 


bill. 
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With respect to parts I and II of H. R. 4853, they deal with the 
liberalization of the benefits as well as the method of financing those 
benefits. and bringing into balance the railroad retirement account. 
However, there is another part to this legislation which was the No. 3 
point that you raised in your discussion this morning, and which was 
part of your program in the last Congress, and that was the proposal 
to permit employees to deduct the amount of their railroad retirement 
tax contributions from gross income and wages for Federal income- 
tax purposes. 

That proposal obviously goes to another committee, as you know. 
We had that out last year and it was discussed during the early part 
of this year. But is that proposal still a part of this overall program 
that is proposed by the RLEA? 

Mr. Scuoenr. That is correct, Mr. Chairman. 

It is just as essential a part of an integrated program as it was last 
year. 

The Cramman. Now in order that the members here may know 
just what that is, would you just take about a minute or so and 
explain it. 

Mr. ScHOENE. Yes. 

As I mentioned this morning, our program last year was a three- 
int program consisting of, first, a liberalization of the retirement 
eeaGtes secondly, providing revenue to eliminate the preexisting de- 
ficiency that had been found in the Railroad Retirement Act through 
the sixth evaluation; and, thirdly, the exclusion of employee contr ibu- 
tions to the Retirement Act from gross income for income-tax 
purposes. 

We felt that the third part was a necessary part of the program in- 
asmuch as these railroad employees are already paying 614 percent 
to the financing of this fund, and when you increase it to 71 ts a we pro- 
posed last year, or 714, as we are proposing now, you are just taking 
too big a bite of the e mployee’ s paycheck. 

And we feel that it is basically unfair to impose an income tax on 
something which is already a tax and, therefore, a tax upon a tax. 

You also have to keep in mind that these railroad employees, the 
young people entering service or those who have been in service rela- 
tively few years, have assumed a pretty large obligation by taking 
over the prior-service load that this system took on when it was started, 
taking over the pensioners from the railroad pension systems. And 
we feel very definitely that if we are now to go to them and say we 
have to increase this contribution to 714 percent on up to $400 a month 
that we cannot justify that increase without at the same time giving 
them some income tax savings. 

Now let me say this, that that part of the program has been em- 
bodied in a bill introduced by Congressman McCarthy, and it is H. R. 


| 
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We «lid find last year that a great many Members of Congress, both 
in the House and in the Senate, felt our proposal in that respect was 
justified, but that we were not justified in limiting it only to rail- 
road employees. In other words, they felt that we were seeking pref- 


erential treatment for railroad employees. 


Consequently, the bill that Mr. MeCarthy has introduced now in- 
cludes not only railroad retirement taxes but social security taxes and 
employee contributions to the civil service retirement system. 
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We hope to be able to progress that bill simultaneously in the Ways 
and Means Committee, and we hope that the procedures of Congress 
are flexible enough so that when it comes to the floor the entire pro- 
gram may be considered as a unit. 

Now I have said that that feature, although not before this com- 
mittee, is an integral and essential part of our program. Of course, 
it does not affect the amendment to the Railroad Unemployment In- 
surance Acts which are in this same bill, and we will seek to progress 
those amendments irrespective of what happens with respect to H. R. 
5551. 

The Carr»: Nn. Is H. R. 5551 the bill before the Ways and Means 
Committee / 

Mr. Scuoene. Yes, sir, that is right. That is the one I was just 
referring to. 

Now I aim also very much aware of the fact that we undertook a 
commitment last year that, irrespective of anything else and not con- 
tingent upon the exclusion of employee contributions from the income 
tax, we would straighten out the financing of the Railroad Retirement 
Act. That is, we would address ourselves to the deficit shown by the 
sixth actuarial evaluation and to the increased costs that were incurred 
through last year’s emergency action. 

That commitment will be kept. I do not believe that we could 
proceed exactly as provided in parts 1 and 2 of this bill if we failed 
to get action on H. R. 5551. We would have to find other means of 
meeting the commitment. But I can assure the committee that the 
commitment will be met in one form or another. We may not be 
able to provide the further increases in benefits that we think are very 
much needed because I do not believe that we can go to our people 
and say we are going to impose an additional 144 percent on their 
contributions without having some consideration for them on the in- 
come tax side. 

But I can assure the committee that our commitment will be kept 
with respect to the straightening out of the finances irrespective of 
what we are able to do with respect to the benefits or with respect 
to income taxes. 

The Crarrman. In other words, if we understand you correctly 
then, in the first place you do have some hopes that the bill referred 
to the other committee will be reported out. 

Mr. Scnorenr. Yes. on the basis of the consideration given it last 
year and what Members of Congress have told us; we have had con- 
siderable discussions with quite a few Members of Congress. 

The Cuatrman. Then, if I understand you correctly, assuming for 
the purpose of the discussion and the guidance of the committee, that 
the Ways and Means Committee did not report the other bill, then, 
so far as H. R. 4353 is concerned as it is applicable to the railroad 
retirement, your position would be that you would want to take care 
of the existing deficit in one way or another first even if it meant an 
increase of some kind in the contribution. 

Mr. Scuorene. That is right. We will keep that commitment. 

The CuatrmMan. And, second, unless some other way could be found 
to defray the cost, you would not insist on the further libaralization of 
the retirement fund ¢ 

Mr. Scrorenr. Probably not in its entirety. We would simply have 
to reconsider the whole situation if H. R. 5551 fails of enactment. 
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But, as I say, we will straighten out the financing or make recom- 
mendations to you to straighten out the financing. 

The CrarrMan. I appreciate that, and I know just what you mean. 

I think that that is a very important point in view of the experience 
we have had with this problem in the last Congress and with which 
we are now faced. 

I cannot indicate what another committee will do with respect to 
a pending bill, and, therefore, if we are going to make our decisions 
predicated on what some other committee will do, it is, certainly in 
my mind, absolutely necessary to have an under standing about the 
approach that is to be made. 

Mr. Scuoene. I agree with that. 

The CuatrMan. That is, with something that is as important and 
far-reaching as this whole problem is. I wanted you to explain this 
to the committee and for the record just what the position of your 
entire group is on it. 

Mr. Scnoene. Have I stated it adequately and clearly ? 

The CuHatrMan. I understand it very well myself. If there is any- 
one else who does not, would you so indicate ? 

Mr. Beamer. Mr. Chairman, may I interject a thought. 

I am wondering how much our committee can do in the consider- 
ation of the railroad retirement bills that are presently before us until 
we know what the Ways and Means Committee has done. 

I hope we do not have to delay too long. I am wondering if Mr. 
Schoene could indicate whether he has any feeling that perhaps the 
other committee will be functioning re: isonably promptly or not. 

Mr. Scuoene. Of course, that is largely a procedural question, Mr. 
Beamer, and I would leave it to the others more expert than I in the 
procedures of Congress, and to the members of the committee and the 
leadership. 

My own thought would be that the committee could proceed prompt- 
ly to the consideration of this bill and to the making of its recom- 
mendations. 

Mr. Beamer. You probably would suggest that we have hearings 
and get all the evidence and testimony presented so that when and if 
the other portions of the bill are accepted we can act promptly ¢ 

Mr. Scuoene. Yes. In fact, I see no reason why you should not 
take committee action and make your report, buc with the thought 
in mind that its final consideration on the floor and possible recon- 
sideration in committee is contingent upon what happens to the other 
bill. 

The CuHarrman. Well, I might say, if the gen‘leman will permit, 
that that is a matter of procedure. Of course, the committee will 
have to decide what it wants to do about it. On the other hand, it 

may not be as simple, Mr. Schoene, as you have just indicated because 
it is absolutely necessary, as you have said and everyone underst: ands, 
that we have got to do something to bring the retirement account in 
balance now. And if we are not able to proceed with the entire pack- 
age approach here, then, of course, the committee has got to determine 
how we can meet the immediate problem. 

I fully realize that we should go as far as we can now. But there 
comes a time when we reach the point that we will have to decide which 
way We are going. 
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Mr. Scuoenr. I think that is entirely true, Mr. Chairman. And I 
would be quite willing to leave it to the judgment of the committee as 
to what the procedure will be. 

We hope that you will consult with us from time to time as to what 
our situation is with respect to the other bill, and make your conclu- 
sions in light of those considerations. 

The Cuarrman. I certainly do not want to speak for the committee, 
or I would not want any implication drawn that I was speaking for 
the committee now since this is my own opinion which I probably will 
suggest to the committee when we get into it. But it occurred to me, 
in order that we may know better how to proceed, that we might : adopt 
a resolution to the Ways and Means Committee asking or requesting 
the Ways and Means Committee to take such action at such time as 
they can and to let us know about what their position may be with re- 
spect to the other phase of the program in view of the fact that it is 
a part of the entire program, so that we will know which way to 
proceed. 

Mr. Scuoene. That strikes me as a very good suggestion, Mr. Chair- 
man. 

Mr. Loser. Mr. Chairman, may I ask a question ? 

The CHatrMan. Yes. 

Mr. Loser. Mr. Schoene, do I understand you correctly to say that 
you are seeking the contributions by employees be exempt from the 
income-tax law ? 

Mr. Scnoenr. That is correct. 

The bill H. R. 5551 would exclude them from gross income for 
income-tax purposes, and exclude them from wages for withholding 
purposes. 

Mr. Loser. You stated the possibility of the organizations that you 
represent foregoing their recommendation for this increase of 10 per- 
cent to these annuitants if you did not get the tax exemption ? 

Mr. Scuornr. Yes, Mr. Loser. 

I think that we would have to reconsider the entire problem. I do 
not believe that we can justify ourselves in going to our people and 
saying that their contributions are now going to be 714 percent on our 
recommendation without there being some income tax relief to offset it. 

Mr. Loser. The net result of that would be that the Government 
would pay a substantial part of the contribution on the part of the 
employees? 

Mr. Scuoene. It would be paying a small part. I would not say a 
substantial part in the same sense that it is now paying 52 percent of 
the carrier contribution. 

Of course, the carriers deduct this tax from their income as a busi- 
ness expense. And they would otherwise be paving the 52 percent cor- 
porate income tax on it. 

Mr. Losrr. You refer to this contribution as a tax. That is not 
entirely accurate, is it? 

Mr. Scuoene. It is precisely accurate; yes, Mr. Loser. 

Mr. Loser. That it is a tax? 

Mr. Scuoene. It isatax. Itisa part of the Internal Revenue Code. 
It is levied asa tax. It is an excise tax on employers, and an income 
tax on the wages of the employees. 

Mr. Loser. Are not the employees purchasing an annuity ? 
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Mr. Scnornr. They are making a contribution toward benefits 
which they will ultimately realize in varying degrees, depending upon 
what their experience is. 

Under the residual lump sum that I have described this morning, 
they are guaranteed that benefits will be paid to them or on their be- 
half at least equal to the amount of their contributions plus interest. 

[ do not think it is quite accurate to say that they are purchasing 
an annuity because many of them die before they reach retirement 
age. 

Mr. Loser. And they get their money back, do they not? 

Mr. Scrorenr. That is—— 

Mr. Youncer. Will the gentleman yield for one question / 

I wonder if it is not cleared up by saying the difference is that this 
particular annuity and this particular pension is under the Govern- 
ment, and it is levied and passed by law just exactly like social security. 
And you also r re coal to the social security as a tax, as I understand it. 

Mr. Scuornr. That is correct. And it is a tax. 

Mr. Younger. And this would be a tax because it is in our law and 
is passed by the Government. 

As far as General Motors or any of the other private industry, we 
do not regulate that. We do not pass it in a law as to what they buy. 
But we do with the railroad men. And to that extent, and because 
of the fact that we have passed a law and determined the amount, 
then it would probably be referred to as a tax the same as social 
security. 

Mr. Drineeii. Would the gentleman yield to me‘ 

Mr. Losrr. Just this one question. 

I believe there is a rather sharp difference between social security 
and the Railroad Retirement Act, in that all contributions made by 
the employee are returned to him, should he die before he is retired. 

Mr. Scnoenr. There is that difference. There is no such guaranty 
under social security. 

Mr. Loser. All right, Mr. Dingell. 

Mr. Drnceti. And there is also this difference, that the railroad 
brotherhoods went out to fight for this railroad retirement program, 
and they asked to be taxed in the firstplace. Is that not true? 

Mr. Scnoenr. That is true. 

I do not know that it is a difference. I think industrial workers gen- 
erally were pretty much in favor of social security, too. They were 
perhaps a little less well organized than the railroad employees, and 
they did not have the same ‘problem that the railroad employees had. 

The railroad retirement system started out not as a social insurance 
system but to meet a very specific problem in the railroad industry re- 
sulting from the impending collapse of the railroad pension systems 
which had been a feature of railroad employment ever since the 1880’s. 
And we had a great many people people who had spent their lives 
in the railroad ‘industry in the expectation that when they reached 
retirement age they would retire under pension systems. And they 
found in 1931 and 1932 that the pensions were unilaterally reduced by 
the railroads, generally in the nature of 10 percent and sometimes more 
and sometimes wiped out entirely. 

And the railroads were in a financial condition that disabled them 
or indicated that they might not be able to continue those systems at 


all. 





210 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


Mr. Dineetx. But I think we are agreed, though, that the railroad 
brotherhoods were generally in favor of this sy stem and that they get 
back every cent that they pay on this program. Is that not right? 

Mr. Scrorenr. That is correct. 

Mr. Dineetx. Thank you very much. 

The Cuarrman. Mr. Wolverton? 

Mr. Wotverton. I think that the questions asked and the answers 
that have been given by the witness adequately satisfy me as to the 
attitude of the brotherhoods with respect to this proposed legislation. 

I think it has been made ‘very clear that there is a need for some 
additions, some improvements. But, as everything else we experience 
in life, whatever we get costs something so that there is an additional 
cost that has to be provided for. And I think it has been a very prac- 
tical and sensible answer given by the witness as to the contingencies 
and what has to be done in the event of certain contingencies taking 
place. 

So it would seem to me that while our final decision may not be clear 
at this time until some of those questions are cleared up, particularly 
with reference to the action of the Ways and Means Committee, yet I 
can see from the answers of the witness that thought has been given 
beyond this mere bill and its companion bill in the Ways and Means 
Committee, and that it is being contemplated that something should 
be done in the event that this particular method proposed by this bill 
and by the Ways and Means Committee bill should fail. 

So I am perfectly satisfied with the answers that have been given 
as to what will necessarily be our course of action in the future. 

Mr. Loser. Mr. Chairman, may I make one other statement ? 

Mr. Wotverton. I yield. 

Mr. Loser. I want the witness to understand that my reason for 
inquiring about the matter was that in a technical sense I did not con- 
sider it a tax. 

I want you to understand and want the gentlemen of the committee 
to understand that I heartily favor this bill, and shall vote for it if it 
comes before the House. 

Mr. Scuoene. Thank you. 

Mr. Loser. Without reference to what happens in the tax bill. 

Mr. Neat. Will the gentleman yield ? 

Mr. Loser. Yes, sir. 

Mr. Neat. I would like to clarify one question, or, rather, get an 
estimate. 

If I were a railroad employee drawing $400 a month, paying my 
income tax, I might pay 20 percent, and, with the usual deductions 
that come one way or another, I might pay very little. 

Now if I am earning $400 a month and I pay this extra 114-percent 
tax each month I will be taxed an extra $5. Is that not right? 

Mr. Scuoene. It is a matter of arithmetic. I had not figured it 
out. 

On $400, 1 percent would be $4. 

Yes, $5 a month would be the addition. 

Mr. Neat. The thing-tam gettimg at is this: If you have any figures 
that would indicate it, how near would the combination of such a sys- 
tem balance insofar as the advantages he would get in tax over and 
above the amount that he contributes extra to the present system ? 
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Mr. Scuoene. For the employee who pays at the 20-percent mini- 
mum rate—that is, assuming he has any taxable income or he has tax- 
able income in the amount of the railroad retirement taxes—he would 
pay at the rate of the minimum of 20 percent, and his savings in the 
income tax would offset the increase of 114 percent, and slightly re- 
duce his net tax. 

Mr. Neat. In other words, he would get some advantage ? 

Mr. Scuornr. He would have some adv antage. 

Mr. Neat. You do not have the figures as to what that would be? 

Mr. Scuorne. What it comes to is if he is paying 20 percent and is 
relieved of that, the net total contribution after offsetting one against 
the other would come to 6 pena instead of the 614 that he is now 
paying. That is, you take the 714 and reduce that by 20 percent, and 
it gives you 6 percent. 

Mr. Neav. On the average paycheck, if I have no deduction and no 
exemptions at all I would pay $80 on that $400, would I not? 

Of course, the average man has various types of deductions, and 
by the time he gets through he may pay $5 or $10. 

What I was trying to get at is this: Is there any experience what- 
soever that would enable ° you to see approximately in dollars, say per 
month, if he is relieved of this 20-percent taxation on his net earnings 
and contributes $5 on the other hand as an extra assessment, how the 
thing balances up? How much advantage would he get? 

Mr. Scuoenr. Well, in your situation that you describe, that indi- 
vidual is now paying $25 a month to railroad retirement, 614 percent of 
$400. 

Mr. Neat. And he would pay $5 extra. 

Mr. Scuoene. He would pay $5 more, which would make it $30. But 
if he is paying income taxes to that extent at the rate of 20 percent, 
and would save that 20 percent in income taxes, his net after allow- 
ing for that saving would become $24 instead of the $25 that he is now 
paying. 

Mr. Neat. In other words, he would gain very little value one way 
or the other as far as I can see. 

Mr. Scuorne. That is right. He would be left substantially where 
he is today, offse ‘tting one against the other. 

Mr, Neau. It would not mean anything much to the railroad or the 
Government or anything else insofar as the end result is concerned ? 

Mr. Scnoenre. That is right. 

Mr. Neat. That is all. 

Mr. Cuatrman. Mr. Mack? 

Mr. Mack. We have had considerable correspondence already on 
this proposal, and it seems that there is a possibility that some of 
the employees might complain about their contribution after this ad- 
ditional increase is granted, the young ones in particular, I think. 
During the hearings last year there was some discussion of the sub- 
ject, and several of the representatives of labor indicated that they 
would not support the increases unless this tax relief were granted 
to the employees because they felt it would be too great a burden. 

I am very sorry that I could not hear all of your statement today; 
because I know that, as in previous years, you have presented a very 
outstanding statement. However, if you have not covered that area, 
I would certainly appreciate having vour comments on it at this time. 

Mr. Scuoene. Well, I covered it, Mr. Mack, in response to a ques- 
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tion that the chairman asked me immediately after we reconvened 
this afternoon. And I will repeat it summarily for your benefit. 

We would not feel that we could justify the imposition of a tax 
as high as 74 percent on these employees without the offsetting in- 
come-tax relief. And that might mean that we will have to recon- 
sider the whole benefit program. 

However, I did make clear, in response to the chairman’s question, 
that we made a commitment last year that we would make recommen- 
dations this year for putting the retirement system on a sound finan- 
cial basis, and that we would keep that commitment irrespective of 
what happens to the entire program that we are recommending. 

Mr. Mack. You do not anticipate any revolt in the employ ee area 
if the tax is increased to 714 percent ¢ 

Mr. Scuoene. Certainly not if we can provide the offsetting income 
tax relief. If we cannot provide that and nevertheless increased the 
tax to 714 percent, 1 would not anticipate a revolt as you describe it, 
but we would have trouble on our hands. 

Mr. Mack. I would like to also have your comments on the alter- 
native methods of financing the increased benefits. 

It was suggested earlier this week that there be a subsidy or a 
contribution on the part of the Federal Government into the fund 
to provide additional benefits. That raises quite an involved ques- 
tion. But I would like to have your views as to whether any con- 
sideration has been given to that. 

Mr. Scuorene. Not in any detail, Mr. Mack. It has been, I should 
say, largely assumed as to the consideration of alternatives, that so 
long as the Government makes no contribution to the social-security 
system we would not be warranted in asking the Government to make 
a contribution to our system. 

Now, as you know, a good many people advocate that there should 
be a Government contribution to the social-security system. 

Mr. Mack. May I ask from what areas this suggestion has come? 
You have made the statement “a good many people.” 

Mr. Scuoene. I do not know that there are any organized groups 
so advocating. But a good many students of the social insurance 
field have so recommended. 

Now if the time should come that the Government would make a con- 
tribution to the social security system I think we would automatically 
get the advantage of that through our financial interchange with the 
social security system to the extent that the contributions were made to 
the social security system. 

But, at least so far as I know the present thinking of the organiza- 
tions I represent, they would not ask for a Government contribution 
unless and until a contribution is made to the social security system. 

Mr. Mack. Therefore, if a contribution were made to the social 
security system then indirectly you will be getting a subsidy? 

Mr. Scuoenr. Yes; I think we would. And I think we should 
have it. 

We provide the social insurance in the railroad industry which is 
provided by the social security system in other industries. 

Mr. Mack. I have no further questions. 

The Cuatrman. Mr. O'Hara? 
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Mr. O’Hara. Mr. Schoene, may I ask you this question, and I do not 
want you to think there is anything impertinent about it. It is purely 
for information for me and for the committee. 

Do you feel that the employes would object generally to the pro- 
posals of this bill to increase the tax to the employees without benefit 
of the tax exemption which you have spoken of ¢ 

Mr. Scuorne. I think they would, Mr. O'Hare 

Mr. O’Hara. And do you think hy pothetically, assuming that the 
Ways and Means Committee should give favorable action, and favor- 
able consideration should be given by the House and the Senate to the 
tax exemption, that there would still be objection, substantial or to 
whatever degree you might estimate, from the employees as to the tax 
increase ¢ 

Mr. Scnoene. I do not think so because, you see, these employees are 
subject to withholding now for income tax. And the income tax, as 
well as the retirement tax, is withheld from their paychecks. 

Take the illustration that Mr. Neal and I were discussing a little 
while ago, the man who is making $400. He is now paying $25 in rail- 
road retirement tax per month. In addition to that his income tax is 
being withheld. 

Well, under this bill the railroad retirement withholding would go 
up to $30, but the withheld income tax would be reduced so that the 
net effect of the two would be a withholding of $24 instead of the $25 
that is now being withheld. And I just do not think the employees 
would feel it. I think they would feel that they were left substan- 
tially in the position that they are now insofar as their contributions 
are concerned. 

Mr. O’Hara. Have the bills themselves or the effects of them or the 
increased proposals been submitted to the annual conventions of the 
various brotherhoods that have been held prior to this hearing as 
such / 

Mr. ScHoenr. No. 

Mr. O’Hara. Has it been purely upon the management end of the 
brotherhoods to give consideration to it? 

Mr. Scnoenr. I do not recall that there have been any annual con- 
ventions of any of the organizations since this bill was formulated. 
There were a number of conventions last year in all of which the 
problems of our railroad retirement system, the action that was taken 
last year, the remaining problems and so on were discussed and varying 
resolutions were adopted. However, our various local lodges, our sys- 
tem committees hold meetings constantly, and our program has been 
publicized and has been discussed on a local level and, in some in- 
stances, national meetings of committee representatives from all over 
the country have been assembled and have been made acquainted with 
the program as we have proposed it. 

There has not been anything in the sense of a referendum, but I 
think our memberships are r: ather familiar with what our program 
is. And I am satisfied that, by and large, they approve it. 

You will find individuals, of course, who dissent from any program 
that an organized group does. I suppose you find that among your 
constituents, too. 

Mr. O’Hara. I am afraid that is true. 

And you could apply that in Congress, as my friend Mr. Heselton 
has just said to me. 
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Mr. Schoene, in a practical sense you appreciate the situation of the 
committee. We are confronted with those who are particularly sup- 
porting this legislation, and actually we are up against the question 
as to what the W ays and Means Committee will do. 

So ina practical sense are we not up against a situation in this 
committee that there is not much the committee can do until the meas- 
ure pending before the Ways and Means Committee is disposed of? 

Mr. Scuoene. I think there is a definite procedural problem. As I 
have said earlier, I would be quite willing to leave it to the judgment of 
the committee as to how you should proceed. 

I think the chairman made a very practical suggestion when he said 
that perhaps this committee could adopt a resolution asking the Wavs 
and Means Committee to advise you as to what disposition they are 
going to make so that you would be in a position, without too much 
delay, to know whether this is a proper program or whether it needs 
reconsideration. 

Mr. O'Hara. That is all, Mr. Chairman. 

Thank you, Mr. Schoene. 

The Cuarrman. Mr. Roberts? 

Mr. Rozerts. I have only one question, Mr. Schoene. 

I noticed in the last paragraph of your statement that you indicated 
that, with the railroad people asking for this exclusion of the tax, 
you would have been in a sense asking for preferential treatment, and 
that perhaps, as I gather it, the same treatment should be probably 
extended to the civil service retirement system and, so, to security. 

I am just wondering—and this is certainly the opinion of the lay- 
man as compared to yours which is that of an expert—if you could not 
have made out a pretty good case for the railroad retirement fund 
as opposed to including those other two systems because of the vast 
difference. 

Do you have any comment on that? 

Mr. Scuoent. Yes. I not only think a pretty good case can be made 
out, but I think I did last year before the Ways and Means Committee 
make a pretty good case. 

The Cuarrman. What did the Ways and Means Committee think 
about it? 

Mr. Scuorenr. Well, that is the point. I thought I did make a good 
case, and it has been recorded in the printed testimony before the Ways 
and Means Committee. 

Essentially, the differentiation as I see it is that the railroad retire- 
ment system combines a social insurance system w ith the staff pension 
plan. In other industries staff pension plans have generally been set 
up as supplemental to social security, and very largely, predominantly, 
especially in those set up in recent years, paid for exclusively by the 
employer. So that the actual contribution that employees in other 
industries make toward retirement benefits equal to or better than the 
railroad retirement benefits come to substantially less than what the 
railroad employees contribute even if they are given this tax relief. 

However, as I state in the last paragraph of my written statement, 
and as the chairman of this committee has so aptly pointed up, I was 
apparently not convincing enough in that demonstration, and the 
sentiment very generally was that we had a justifiable proposition, but 
that in confining it to railroad employees we were asking for prefer- 
ential treatment with which they were unwilling to go along. 
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I may say that I had a discussion just a few days ago with a member 
of the Senate Finance Committee—I won’t name any names, but it 
was a2 member of the and I asked him what he thought of 
this proposition. He said he would give it consideration, but if it 
were limited to railroad employees alone he would not consider it. 

That is the sentiment we have encountered, Mr. Roberts, and that 
is why H. R. 5551 was drafted to include social security taxes as well 
as civil service employee contributions. 

Mr. Rosertrs. Well, this, of course, is not a fair question to ask you 
because you are just here as far as the railroad retirement proposition 
is concerned, but do you have any estimate of what it would cost the 
Government to exclude the social security taxes ? 

Mr. Scuorene. According to the estimates made by the Treasury 
Department last year, they said that the railroad retirement tax ex- 
clusion alone would cost them about $70 million per year. 

I am quite sure that that estimate is excessive because that is just 
about what it would come to if every railroad employee were paving 
income taxes, and I know quite a few of them aren’t because they have 
dependents and deductions and so on that eliminate any income taxa- 
tion. 

However, on that same basis, if I recall rightly, the Treasury esti- 
mated that the extension to the social security system would result in 
loss of revenues of approximately $400 million. 

I may be mistaken in my recollection, but that is what I recall it to be. 

Mr. Rozerts. Do you have any estimate on what the exclusion under 
the civil service retirement system would amount to? 

Mr. Scuoene. No, I do not. 

That was probably also included in the Treasury estimates of last 
year, but I do not recall it as a separate item. 

Mr. Roserts. Was any thought given in the Ways and Means Com- 
mittee when you testified to the fact that generally speaking—and 
I may be incorrect in this—there is a great dea] more employment of 
a hazardous nature in the railroad industry than there would be in 
these other two systems ¢ 

Mr. Scuoenr. No, I do not think the matter of relative hazard 
was considered. But I think it is true that the hazards of the rail- 
road industry are greater than in industry generally. 

I had occasion recently to get into that. particularly as affects rail- 
road breakmen and flagmen, and I can say to you that those occupa- 
tions at, least are, as compared with outside industry, the only ones 
in which the accident rates have increased over the last 20 years as 
distinguished from the very sharp diminution in outside industry, 

[ think in other railroad occupations there has been perhaps more 
improvement in safety than in the particular occupations to which 
I refer. But very many of the railroad occupations are quite haz- 
ardous. 

Mr. Rorerts. Allright. Thank you. 

That is all I have, Mr. Chairman. 

The Cuatrman. Mr. Heselton ? 

Mr. Heseitron. Did I understand correctly that in answer to Mr. 
Roberts’ question you refer to estimates made by the Treasury De- 
partment before the Ways and Means Committee ? 

Mr. Scnoenr. Yes. I think those same estimates were presented to 
this committee last year also. 
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Mr. Hesrevron. Have there been any other estimates along the lines 
you have indicated that might be valid, made by anyone pertaining 
to any revenue loss to the Trea asury Department ? 

Mr. Scuornr. No, I do not think that anyone else is really in a 
position to make a valid estimate. 

As I say, just by pragmatic check, I feel that the estimates made at 
least with respect to the railroad employes were excessive. But how 
excessive I do not know. And I think the Treasury Department is 
probably the only place in the country where adequate basic informa- 
tion exists from which to make a valid estimate. 

Mr. Hesetron. What was the date of the last actuarial valuation, 
the seventh one? 

Mr. Scuorene. The sixth was the last. 

Mr. Heseiron. What was the date that was filed ? 

Mr. Scuoene. It came out, as I recall, early last year, possibly the 
last part of 1955. But it was made as of December 31, 1953. 

However, it did take into account adjustments for subsequently en- 
acted amendments. 

Mr. Hesetron. Did that take into account the 1956 amendments? 

Mr. Scuoenr. Not the 1956 amendments. It came out before the 
1956 amendments. But it did take into account the amendments made 
prior to 1956. 

Mr. Heserton. The next one, which is the seventh, I assume will 
take into account the later amendments ? 

Mr. Scnoene. Yes, sir. 

Mr. Heserron. Do you have any information as to when that 1s 
likely to be filed ¢ 

Mr. Scnoenr. I would suppose that is in preparation at this time. 
We have the people here who prepare it. 

Mr. Heserton. I probably should have asked the question before. 

Mr. Scruornr. I am informed by Mr. Niessen that it probably will 
be ready about the third quarter of next year. 

That, of course, will be as of December 31, 1956. But, again, I as- 
sume it will take into account adjustments for any amendatory legis- 
lation occurring pr ior to the date of its actual issuance. 

Mr. Hesevron. Thank you. 

The Cuatrrman. Mr. Jarman? 

Mr. Jarman. We have heard a good deal about the railroad em- 
ployees’ side of the bill before the committee. 

I would be interested in hearing Mr. Schoene’s comment with re- 
gard to the employer, the railroad ‘side of it, as to the justification for 

the added tax. 

I will say in that regard that figures that we have been furnished 
by one witness indicate that an estimated immediate additional tax 
burden for the railroads would amount to about $200 million a year, 
and in 1975 the added amount would be nearly $257 million annually. 

In the same statement, along with a number of other points th: at 
were made, it was brought out ‘that the 1956 revenue of freight load- 
ings decreased from the total in 1947 by approximately 100,000 train- 
loads, and also that in 1956 the number of passengers trans ported 
dropped to roughly 432 million as contrasted with 703 million in T1947. 

It was also brought out that the amount of money the railroads had 
left in 1956 to pay dividends to stockholders, many of them emplovees, 
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and for capital expenditures to keep pace with the advances in tech- 
nology, totaled some $870 millions of dollars. 

As I say, we have not heard much about that side of the picture, and 
I would be a rested i in your appraisal of that side. 

Mr. Scuornr. May I comment on that very briefly, Mr. Jarman, 
because Mr. Chives will succeed me and present to you some rather 
detailed economic and statistical information that bears on that 
subject. 

I will begin with the observation that for the last 12 years = 
major portion of my time has been devoted to negotiations, arbitr: 
tions, emergency board proceedings in disputes involving cain 
ments in railroad w ages and working conditions. And in every one 
of those negotiations or proceedings I have heard dire predictions 
about what the costs are going to do to the railroad industry. And 
the railroad industry is today, as I am sure Mr. Oliver’s figures will 
show you, in the healthiest financial condition that it has ever been in 
history. 

These costs that they always predict do not materialize. 

Now, with respect to the specific figure of $200 million immediate in- 
crease in the cost, I think, in order to discuss that, it needs to be divided 
into the portion attributed to the railroad retirement tax increase and 
that to be attributed to the unemployment insurance tax increase. 

Mr. Jarman. As I understand it, the $200 million covered both. 

Mr. Scuoene. That is as Il understand the combined figure for the 
immediate cost of the bill. 

Mr. JARMAN. Yes, sir. 

Mr. Scnoene. With respect to the unemployment portion of that, 
of course that is based on the assumption that the present maximum 
rate of 3 percent will be increased to 4 percent, which it may do under 
the bill if the reserves in the fund drop low enough. But that is not 
an uncontingent increase that is subject to such savings as can be made 
by proper stabilization of employment. That I will not go into fur- 
ther because that is a very large portion of the subject Mr. Oliver is 
going to testify on. His testimony will show that it need not cost 
them anything or very, very little. 

With respect to the retirement tax increase, the actuarial estimates 
are that, from the combined effect on employers and employees of 
increasing the tax base from $350 to $400 and increasing the rate 
from 614 to 71% percent, additional revenues on a level basis aver raging 
about $205 million a year will be raised. And if our actuarial esti- 
mates which we subscribe to or on which we predicate our action are 
correct it is going to mean that additional revenues coming from the 
railroads in the average amount of about $100 million per vear must 
be received. 

That does not mean that the railroads are thereby rendered $100 
million a year poorer. 

In the first place, 52 percent of it would be offset in savings in cor- 
porate income taxes. So you can reduce that to $48 million to begin 
with. 

In the second place, through improved productivity of the railroad 
employees, the additional overall labor cost will be very largely 
absorbed. 
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Mr. Oliver’s figures will indicate to you that time after time, when 
either through wage increases or changes in working conditions— 
reductions in hours, holiday pay, improved vacations, health and wel- 
fare benefits—there have been gross additions to the unit labor cost, 
productivity has improved sufficiently so that there has not material- 
ized any greater proportion of labor cost to gross revenues than had 
previously existed. 

In other words, you will find that over the years, notwithstanding 
increases in wages, increases in payroll taxes, costs of health and wel- 
fare and so forth, theoretical additions to labor costs have not resulted 
in any greater proportion of labor, total labor cost, to gross revenues. 

Mr. Jarman. Thank you, Mr. Chairman. 

Mr. Mack (presiding). Mr. Hale? 

Mr. Hater. I have no questions. 

Mr. Mack. Mr. Dingell ? 

Mr. Dincetx. Thank you very much, Mr. Chairman. 

Mr. Schoene, I want to compliment you on the job you have done 
today, but I am very concerned on the impression that you might 
have left on the minds of the members of this committee. 

I would appreciate your clarifying it for us, if you would. It has 
to do with this problem of employee acceptance of the plan if the 
feature on which the Ways and Means Committee will have to pass is 
not included. 

Let me take a hypothetical case and just say this: 

Assume that this committee passes this piece of legislation from the 
committee room onto the committee floor, and then assume that the 
members of the committee go out and fight for this bill, as they, of 
course, will if the bill is reported out. And let us say then that the 
Ways and Means Committee does not see fit to go along with the in- 
ternal revenue tax feature which we have discussed. Will we be pass- 
ing something which will be unpopular with the employees of the rail- 
way brotherhoods? 

Mr. Scuoene. I think that might well be so, Mr. Dingell. 

It would be my hope that the procedure could be so arranged that 
the entire program could be considered as a unit on the floor. 

Mr. Dincetx, Let me ask this question then, sir: 

Assuming that that were not possible, would Members of Congress 
who went out and endorsed this measure and fought for it, at least 
as it is before this committee, find that they would have opposition then 
from the brotherhoods in their efforts to secure passage of this par- 
ticular bill? 

Mr. Scuoenst. We would in those circumstances reconsider our 
whole approach to the matter and advise you as to what our position 
is with respect to the changed circumstances. 

I think I can say to you in all frankness that people who support 
programs we recommend will not find themselves retaliated against 
for so doing. 

Mr. Dincoetx. I am not at all concerned with retaliation. I am 
concerned instead with the possibility that we might find ourselves en- 
dorsing a portion of a labor-supported program ‘and then might sud- 
denly find that labor would not be endorsing the program and more or 
less leave the members high and dry. That is the feature I am con- 

cerned with. 
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Mr. ScHoenr. We won't leave you high and dry. We will be watch- 
ing this at each stage and if there comes time for reconsideration you 
will all be advised of what our current position is. 

Mr. DineeLt. However, there is a possibility of changing your mind ? 

Mr. Scuorenr. Yes; all contingencies have to be ‘taken into con- 
sideration. I can’t sit here and ‘predict what the Ways and Means 
Committee will do any more than you folks can. 

Mr. Hesevron. Will the gentleman yield for one question ? 

Mr. Drncew. Yes. 

Mr. Hesevron. I am not sure that I understand correctly the reply 
you made to one of the questions. If I recall correctly the substance of 
it was that you would hope that a procedure would be worked out 
so that one bill could be presented, or at least so that the matter could 
be presented at one time. 

Mr. Scuorene. Yes; that it would be given current consideration on 
the floor. 

Mr. Hesevton. Knowing the Ways and Means Committee over a 
period of time, I am not certain that they will heartily endorse the idea 
of a bill of ours and incorporate it with theirs. 

Is it your thought that one should precede the other, or that they 
both should go together ? 

Mr. Scnoenr. I do not know the rules of procedure on the floor well 
enough, Mr. Hese +4" to want to specify an exact method of procedure. 

Mr. Heseuron. I did not mean to ask you to spell that out. 

Mr. Scuorenr. However, I have an impression that something rather 
similar to what I am suggesting was done last year with respect to 
the highway construction program. 

I think there were two committees that considered different phases of 
that program and that it was brought together for unit consideration 
when it got to the floor. 

Mr. Hesevron. From a purely practical point of view, is it your 
thought that this committee should not take favorable action on this 
bill until the Ways and Means Committee does something on the bill 
pending before them? 

Mr. Scuoene. There again I think the most practical suggestion I 
have heard is that that Chairman Harris made a while ago. 

Mr. Heserton. Thank you. 

Mr. Hare. Would the gentleman yield to me for a moment more? 

Mr. Dincety. I will be “delighted to yield. I am anxious to get rid 
of the floor. 

Mr. Hare. Mr. Schoene, right along the line of the questions that 
have been asked you, are we to understand that these bills here and 
the bill or bills in the Ways and Means Committee are inseparably 
tied together ¢ 

Mr. Scroenr. In our thinking; yes. 

Mr. Hate. One stands or falls as the other stands or falls ? 

Mr. Scnoene. That is correct, and if the entire program is not fav- 
orably reteived we would have to reconsider the entire program. 

Mr. Hare. And you have not thought out whether the Ways and 
Means moves first, or whether we move first, or whether there is any 
synchronization? Timing has not come into your thinking ¢ 

Mr. Scnornr. We have not had he: arings scheduled yet in the Ways 
and Means Committee. We are anxious to have them scheduled just 
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as promptly as we possibly can, but how soon we will be able to get 
hearings scheduled there we just ‘do not know as yet. 

Mr. ‘Hate. I would say as a practical matter that the sooner they 
hold the hearings the better, because we cannot do anything very defin- 
itive or significant until they are ready to proceed, I would not think. 

Mr. Scuoene. Particularly with respect to the term “definitive,” I 
would think that would be so, Mr. Hale. 

Mr. Hatz. Thank you. 

Mr. Mack. So that the record will be quite clear, at the present time, 
as of today, you are not supporting the regulation under consideration 
without favorable consideration of the W ays and Means bill ? 

Mr. Scuoene. That is right. 

Mr. Mack. Mr. Younger? 

Mr. Younger. [ would like to clear up a point in an answer which t 
you gave to the question about a referendum, because we do receive 
letters from individual employees of the railroad protesting this or 
asking that this be done, and I was interested in just how you deter- 
mine in your own organization whether or not this program met the 
approval of the employe es, but if I am correct now I understand that 
your committee of the Railroad Labor Executives Association so far 
are the only ones that have passed on this measure, because none of the b 
Brotherhoods have had conventions to pass on these two bills. Is this 
correct ? 

Mr. Scuoene. I wouldn’t say only the committee of the association ; 
the association itself has considered this entire progr am, and all the 
chief executives represented as well as the chief executive of the Bro- 
therhood of Locomotive Engineers have given it their approval. 

Of course, our individual chief executives necessarily have to have 
their own ways of gaging what the sentiment of the people they repre- 
sent is and that is true not only of legislation, but of wages, rules, 
working conditions, and the like. 

In their e: upacity as the responsible heads of their organization and 
as the bargaining representatives of the employees they have to keep 
in touch with what the thinking of their constituents is, but when it 
comes to formulating a policy the chief executive has to take his re- 
sponsibility in the deliberative process much the way that you have to 
as a Member of Congress when you take action on legislation. 

Mr. Younecer. He has also a group of officers with him of his own 
Brotherhood ? wii 

Mr. Scnoene. That is right. bo: 

Mr. Youncer. That group for each of the Brotherhoods has un- to 
doubtedly approved it, have they ? 

Mr. Scuoene. Oh, yes. It has been discussed at various levels. 

Mr. Youncer. I would like to clear up the record because the other 
day Mr. Moss asked a question of one of the Board members as to 
what happens to the tax of the employee who quits before the end of any 
the 10 years. That amount over and above the amount that is trans- but 

ferred to the social security program, and the answer was tHat it re- ig 
mains in the fund. 

Mr. Scuoene. That is right. 

Mr. Youncer. A while ago you were asked the question whether the 
employee received back all the money that he paid in on the tax, and 
you answered that he did. 
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Those two statements do not jibe. 

Mr. Scnoene. Some clarification is required there. 

Mr. Youncer. That is what I mean. 

Mr. Scuornr. The residual lump sum is applicable to employees 
who do not qualify for annuities because they have less than 10 years 
of service, but that individual which Mr. Moss was describing, who 
receives his benefit under the Social Security Act, may very readily, 
and generally does, receive in social security benefits an amount 
greater than the contributions that he made, and if he does not, the 
residual lump sum is still paid. 

Mr. Youncer. That is not the question. The question was asked, 
and I think you asked the same question, Mr. Loser whether the indi- 
vidual received back all of his contributions and you answered yes, 
that he did; if he quit the railroad employment he could get back all 
of his contributions. 

Mr. Scuoenet. I did not make myself clear. 

Mr. Youncer. Was that not your understanding, Mr. Loser? 

Mr. Loser. Yes, and my question was suggested by a prior state- 
ment made by Mr. Schoene. 

Mr. Youncer. That is what I thought ought to be cleared up here, 
because I do not think that is true. 

Mr. Scnoene. I am glad that you brought it up, Mr. Younger, if 
there is any lack of clarity about it, as there certainly appears to be. 
I certainly did not mean to imply that there is any withdrawal of 
contributions. No one under any circumstances has any right to with- 
draw contributions that he makes to this system. 

What I did have in mind is this residual lump sum payment, which 
guarantees that the total value of benefits resulting from the railroad 
employment either in the form of social security benefits or railroad 
retirement benefits for the individual or for his survivors, will not be 
less than the amount of the contributions he pays plus allowance for 
interest, and that it is the residual lump sum that provides that, not a 
withdrawal of contributions. 

Thank you very much for clearing that up, Mr. Younger. 

Mr. Loser. That is substantially the same thing, however. 

Mr. Scnoenr. Well, there is quite a difference between it and the 
residual lump sum. 

Mr. Youncer. There are a lot of pension plans where you have a 
withdrawal right. I know I belong to one, the Federal home loan bank 
board pension plan. I can draw out my money there any time I want 
to plus 3 percent interest if I quit the employment. 

However, the contributions of the employer are not withdrawn. 
They stay in the fund. The Railroad Retirement is not a plan where- 
by you can withdraw your funds. True, the benefits may exceed the 
amount of money that you contribute, and I always hope they will in 
any kind of a plan, especially where you have the employer contri- 
buting the same amount which the employees are contributing, but it 
is not a withdrawal program. 

Mr. Scuoenr. That is correct. 

Mr. Younger. I thought there might be a misconception on that. 

Mr. Scnoenr. I appreciate your clearing that up, Mr. Younger. 

Mr. Neat. Will you yield? 

Mr. Youncer. Yes, indeed. 
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Mr. Neat. Does that mean, then, if an employee quits the service 
before he serves 10 years and he is entitled at the same time to social 
security, that the reserve fund which he has contributed to the railroad 
during those 8 years and 9 months serves to add to his monthly in- 
come through social security ? 

Mr. Scnoenr. That is right. In the case of individuals who, at 
death or retirement, have less than 10 years of railroad service, their 
railroad credits are transferred to the social security system and go into 
the computation of their social security benefits. © — . 

Mr. Youncer. Following that, will an employee of a railroad not 
serving more than 10 years receive benefits from social security greater 
than an employee from the U. S. Steel serving the same amount of 
time ¢ 

Mr. Scuorene. No. 

Mr. Youncer. Then what happens to the railroad employee's funds? 
He pays 614 percent. The U. 5. Steel employee pays in 2 percent. 
What happens to the excess money that is paid in by the railroad em- 
ployee who does not serve 10 years? 

Mr. Scuorne. Under the financial interchange, the railroad retire- 
ment account is charged with respect to him the same as with respect 
to any other employee. 

Mr. Youncer. U.S. Steel employee ? 

Mr. Scuoeng. The equivalent of the social security taxes. 

Mr. Youncer. And they both have social security benefits, then ? 

Mr. Scuoener. They both finally receive social security benefits. 

Mr. Youncer. What happens to the difference ? 

Mr. Scuoene. It is retained in the railroad retirement account. 

Mr. Youncer. However, he gets no benefit for that himself because 
he is out of the railroad employment. 

Mr. Scuoene. All he gets is the social security credit for that rail- 
road employment. 

Mr. Youncer. He has paid in then 214 percent which he never gets 
any benefit from. 

Mr. Scuoene. Except possibly through the residual lump sum if the 
total benefits paid on his behalf do not equal the amount of his con- 
tribution. 

Mr. Youncer. Yes, but he would get social security just the same as 
the other employee of U. S. Steel. 

Mr. Scuorne. That is right. 

Mr. Youncer. Thank you very much. 

The Cuarrman. Mr. Loser? 

Mr. Loser. That was the basis of my discussion with you with refer- 
ence to calling this contribution a tax, your statement to me to the 
effect, that these contributions would be returned if the railroad em- 
ployee had failed to work for the railroad for 10 years and died, of 
course, before he was eligible for retirement, and that was the basis 
of my observation about the tax. 

Now, it has been suggested that we might obtain the view of the 
Railway Labor Executives Association with respect to changing the 
present law of taxing the railroad workers’ earnings on a monthly 
basis to taxing his earnings on an annual basis, that is, instead of tax- 
ing earnings up to $350 a month, suppose it is taxed on the first $4,200 

a year or, as is proposed in this bill, from $400 a month to $4,800 a 


year. 
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Mr. ScHoenn. We had a proposal of that kind, as I recall it, in 
1946 and if my recollection is correct, the railroads strenuously objected 
to it and I believe the Bureau of Internal Revenue objected to it, par- 
ticularly on administrative grounds. 

Consideration of that matter was included in the deliberations of 
our Railroad Retirement Committee in formulating the present pro- 
gram and some of the chief executives were quite interested in it, par- 
ticularly in those branches of service where they have extra boards, 
and the amount of earnings in one month may be in excess of $400 and 
less than $400 in another month. 

Of course, if you have the same amount of money each month, it 
does not make any difference which base you use, but we do have people 
who will make more than $400 in one month and less than $400 in an- 
other month, and under the present system of a monthly limitation, 
their excess earnings in the good month cannot be used to average out 
the lower earnings in the other month. That is the appealing phase 
of that kind of a program. 

On the other hand, there seems to be no feasible way of administer- 
ing such a limitation except by imposing the tax on the entire amount 
of thee earnings as they occur. In other words, take an individual who 
is earning $6 00 a month. There appears to be no way of administer- 

ing this annual av erage kind of proposal except by imposing the full 
tax on the full $600 until it has been imposed on the full $4,800, which 
makes his tax burden during the early months of the year much more 
severe, and it was felt that there would probably be objection to that. 

Furthermore, to the extent that there is transfer of employment from 
one employer to another, I do not think there is any feasible way of 
administering such an average except by each employer withholding 
up to the maximum amount ‘and then letting the employee claim his 
refund at the end of the year, and we did not feel that sort of thing 
would be very popular, And we know from our 1946 experience that 
it is not popular with the railroads. So all things considered, while 
I do not say that the suggestion is lacking in merit—it does have cer- 
tain merits—it also has certain drawbacks, and on balance, our asso- 
ciation felt that we would not recommend such a proposal. 

Mr. Loser. Thank you so much. 

The Cuatrman. Dr. Neal ? 

Mr. Neat. I have no further questions. 

The Cuairman. Do you agree, Mr. Schoene, that the total cost of 
the increase to the railroad industry would be about $100 million? 

Mr. Scuorenr. The gross revenue to be derived from the changes 
in the Railroad Retirement Tax Act are estimated to be on a level 
cost basis of approximately $100 million for the railroads and about 
$100 million for the employess. 

As I explained briefty while you were out, and Mr. Oliver will go 
into this in more detail, those gross costs do not mean that the rail- 
roads are going to be that much poorer. 

In the first place, 52 percent of it is offset by savings in corporate 
income taxes. 

In the second place, through improved productivity, although a 
larger proportion of the total labor cost will be payroll taxes, never- 
theless, we know from experience that improved productivity per 
unit of labor practically completely offsets that cost. In other words, 
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as we have had many increases through wage increases, improvements 
in working conditions, reduced hours, and so on, over the years, the 
proportion of labor cost to gross revenues has not increased, which 
means that the increasing productivity of the industry keeps unit 
labor costs down. 

The CuatrmMan. Do you agree that 1 percent of the payroll will 
mean about $50 million ? 

Mr. Scuoenz. A little bit more. 

The Cuatrman. And the 114 percent increase plus the increase in 
the base from $4,200 to $4,800 then would amount to a little more 
than $100 million? 

Mr. Scuornr. That is the estimate. The present estimates are 
based on an estimated payroll of $534, billion annually. One percent 
of that would be $53 million. By the expansion of the base from $350 
to $400, it is estimated that the level taxable payroll will become $5%5 
billion and the imposition of the additional tax on that base will, it 
is estimated, result in contributions by the railroads in the neighbor- 
hood of $100 million a year. We have to hope that that is realized 
because that is what our financial statistics are based on. 

The Cuatrman. How has the payroll been going, say, in the last 
2 or 3 years, or since 1950? Do you have those figures? 

Mr. Scuornr. I do not have the precise figures. My impression 
is that it has been running slightly over $5 billion. 

The Cuarrman. Has it been constant since 1950, or has it been 
going up or gradually coming down ? 

Mr. Scaiain. I think it has been fairly constant. Mr. Matscheck 
again can perhaps give us more precise figures on that, but my impres- 
sion is that it has been fairly constant over that period. 

I understand it has been running around $5 billion since 1951, 
$5.1 billion down to $4.7 billion in 1 year. Last year, 1956, is estimated 
at $5.1 billion. 

Mr. Neat. That means the number of employees have decreased in 
proportion to increase in rate of employment, is that it? 

Mr. Scuoens. The number of railroad employees has gone down, 
yes. 

, The CuatrmMan. Would you like to proceed with the explanation of 
the rest of the bill? 

Mr. Scuoensr. Yes, Mr. Harris, I will be glad to do that. 

I had reached part III of the bill, which begins on page 10, and 
part III covers the amendments to the Railroad Unemployment In- 
surance Act. The first amendment made, which is section 301 of the 
bill, revises the base for crediting and taxing compensation from $350 
per month to $400 per month maximum in the same way as we propose 
to do for the Railroad Retirement and Railroad Retirement Taxing 
Act. It has always been the policy to keep the amount of the compen- 
sation base that is creditable and taxable under the two acts identical 
and this pursues that same policy. 

Section 302 (a) is addressed to the matter of the number of com- 
ensable days of unemployment in the first registration period of a 
enefit year. 

I should perhaps explain that most unemployment insurance sys- 

tems have what is called a waiting period of unemployment prior to 
the time that unemployment becomes compensable. We have never 
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had such an arrangement in the Railroad Unemployment Insur- 
ance Act. 

The CuarrmMan. You have no waiting period at all? 

Mr. Scnoenr. Not so-called. However, under the present law bene- 
fits are not payable until a registration period, which is any 14-day 

eriod beginning with the day of unemployment has been experienced 
in which there are 7 or more days of unemployment. In that first 
registration period of the benefit year benefits are paid for the days 
in excess of 7 out of 14 and 1 such period with at least 7 days of un- 
employment must be experienced Talon any benefits are payable 
during the. benefit year. Thereafter benefits are paid for each day 
of unemployment in excess of 4 out of the 14-day period. In other 
words, benefits are paid for each of the normal working days. 

Mr. Mack. Does that period start on the first of January each year? 

Mr. Scuorne. The benefit year begins July 1 of each year. 

Mr. Mack. July 1? 

Mr. Scuoene. Yes. However, the registration period for any par- 
ticular individual can begin whenever he has a day of unemployment 
and registers for it. 

The Cuarrman. I do not believe I get that very clearly. As an 
example, a man is working for the railroad and he has worked long 
enough to qualify. He becomes unemployed, say, today. Does he 
register then today ? 

Mr. Scuoenr. He registers today. 

The Crarrman. Whom does he register with? 

Mr. Scuorne. Normally with his supervisors. 

The Cuatrman. Then he has to wait 14 days? 

Mr. Scuornr. Yes. The 14-day period is a registration period and 
a claim period. 

The CuarrMan. In other words, he registers today and he waits 14 
days before he realizes any payment ? 

Mr. Scuorene. He has to register with respect to each day of un- 
employment in that 14-day period. He does not have to register every 
day, but he has to register several times and for each day with respect 
to which he is unemployed, so that the claim form will show at the end 
of the 14-day period just how many days of unemployment he has had 
within that period. 

The CuHarrman. And if he has had 14 days of unemployment he 
then proceeds to draw unemployment insurance ? 

Mr. Scuoene. He would be paid for 7 of those 14 days in the first 
registration in the benefit year. 

The Cuatrman. He has to have how many unemployed days during 
that 14-day registration period? Four, did you say ? 

Mr. Scuoent. No, he has to have at least 8 in order to draw 1 day’s 
benefit in that first registration period. He is paid only for the days 
in excess of seven. Of course, if he is continuously unemployed for 
the 14-day period he would draw 7 days’ benefits in that first period. 

The CuHatrman. After he establishes his unemployment, then he 
continues to draw unemployment insurance ? 

Mr. ScHoene. Yes, and in subsequent 14-day periods for the ex- 
cess over 4; in other words, a maximum of 10 in the 14-day period 
rather than 7 as in the first registration period. 
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_ The Cuatrman. In other words, the way it works he has to estab- 
lish a registration period of 14 days so long as he is asking for un- 
employment insurance / 

Mr. Scuoene. That is right. 

Mr. Youncer. Mr. Chairman. 

The Coatrman. Mr. Younger. 

Mr. Youncer. To pursue that just a little further, you say the next 
registration period. Do you mean that if he is unemployed for 14 
days and that is his 14-day registration, the maximum he can draw 
is 7 days? 

Mf. Scnornr. That is right. 

Mr. Youncer. Then what happens the next 14 days? 

Mr. Scuorns. He continues to register and would be paid if he is 
unemployed the entire period for 10 days out of the 14. 

Mr. Youncer. In the next period and the subsequent 14-day periods 
that come along of his unemployment he gets 10 days’ pay? 

Mr. ScHoene. Yes. 

Mr. Youncer. They are consecutive 14-day periods of registration, 
then. 

Mr. Scnoene. That is right. One begins as soon as the other ends 
if he continues unemployed, but each of those is a claim unit which 
goes into the regional office to be adjudicated and he gets his payments 
currently. 

Mr. Youncer. However, he does have somewhat of a waiting period 
which is a little different, but it is a waiting period ? 

Mr. ScHoene. Yes, that is right. We have found, particularly since 
large numbers of the railroad employees have secured agreements pro- 
viding for paid holidays contingent upon their working the day be- 
fore and the day after the holiday, and the holiday falling within their 
workweek, that there has developed a considerable practice of lay- 
ing employees off over the holiday so that they do not get the work 
the day before and the day after the holiday and the carrier saves the 
holiday pay as well as the pay for the day that he is laid off. 

The result is that considerable numbers of regularly employed 
employees suffer these short layoffs without ever getting the 7-day 
waiting period and consequently never drawing any unemployment 
benefits. 

We have addressed ourselves to that problem in section 302 (a) of 
the bill where we propose that the first registration period in the bene- 
fit year be treated just as subsequent periods are now treated, so that 
if an employee is, say, on a 5-day week, in a 14-day period he has 4 
rest days, which, under the definition of the act, are days of unem- 
ployment, and consequently if he suffers one of these layoffs, and 
loses his holiday pay and an additional day’s pay, he would be entitled 
to compensation for those 2 days of unemployment instead of con- 
tinuing to suffer them throughout the year without ever drawing any 
benefits. 

Subsection (b) of section 302 revises the table according to which 
benefits are related to the base year earnings and it prescribes 
a minimum qualification of $500 earnings in the base year as dis- 
tinguished from the $400 to which the chairman has previously re- 
ferred. That is in recognition of higher earnings potential of in- 
creased wages that have occurred. It takes less employment now to 
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earn $400 than it used to and we felt that we should properly take 
account of that in fixing the minimum qualification for benefits. 

The Cuarrman. How long would an employee be entitled to draw 
benefits ? 

Mr. Scnoenr. 130 compensable days, but with this limitation: That 
he is not permitted to draw benefits in his benefit year in excess of 
his earnings in the base year which qualifies him for that benefit year. 
In other words, a man who earns $500 only in his base year would 
under this proposal draw benefits at the rate of $49.50 if it is gov- 
erned by the table, but he could not draw more than 130 days and 
not more than $500. Either one would cut him off. 

The Cuarrman. In a situation like this where the railroad com- 
pany has a job to do and goes out and employs some people to do that 
job—say, it is a construction job—and an employee works, say, 45 
days and during those 45 days he is paid $500, then would he be eligible 
to receive $4.50 a day for 130 days, or the $500 that he is paid? 

Mr. Scnorne. Beginning the following benefit year, that is to 
say, if this employment is in 1957, then beginning July 1, 1958, if he 
is unemployed and he is not drawing unemployment insurance under 
a State law, he would be entitled to these benefits in the amount you 
have indicated. 

The Cuatrman. And for that length of time? 

Mr. Scuoenr. For either 130 compensable days or until he has 
drawn $500. 

The Cratrman. Is it intended to give a temporary employee that 
kind of a windfall ? 

Mr. Scnroenr. I do not think you quite properly describe it as a 
windfall, Mr. Harris, and let me say that it is not anything new in 
this bill. It has been the policy of the act since its inception. 

The Cuatrman. I know that is true and that is one reason I am in- 
quiring about it. 

Mr. Scnoenr. We do not propose to change that feature of it except 
to the extent of increasing the minimum qualifying benefits to $500 
instead of $400. 

The Cuatrman. Do you have any idea how much drain on the fund 
there has been for that type of employee ? 

Mr. Scuoenre. I do not have such a figure at hand at the moment, 
Mr. Harris, and I am not sure whether it is available. I will be glad 
to look into it and see whether there is. 

The CratrmMan. If it isavailable, will you get it for us? 

Mr. ScHoene. Yes. 

The Cuatrman. I think it is an important matter. 

(The information referred to is as follows :) 

In the 1955-56 benefit year, the total amount of unemployment benefits paid 
to railroad employees with less than 6 months’ service by the end of the 1954 


base year was $2,775,000. By months of service, the number of beneficiaries and 
amount of benefits were as follows: 








Number of months worked Number of Amount of 
beneficiaries benefits 
ee i | 800 | $249, 000 
aes... ce shbsieal 2, 300 779, 000 
. : | 2, 500 905, 000 
ie : 


2, 200 | 842, 000 
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These figures are based on a 10-percent sample. In some cases, of course, 
the employees continued in railroad work after the end of the base year and so 
had worked in more than the indicated number of months at the time they started 
to draw benefits. 

Mr. Scuorene. Yes, I will be glad to get it if it is available. My 
impression is that it is not very large, but I cannot give you a figure 
at the moment. 

In this revised benefit table we have also proposed to increase the 
maximum daily benefit rate to $10.20. It is now $8.50. Of course, 
in the last several years wage rates have increased and as wage rates 
increase the loss that an individual suffers by being out of employ- 
ment increases correspondingly. The other measure of the daily bene- 
fit rate; namely, 60 percent of the last rate of pay in the base year, 
which is also proposed in this bill, is a modification from the present 
50 percent. In other words, we proposed both in the table and in the 
daily rate of pay measure to change from 50 percent of the rate of 
pay to 60 percent, but with a ceiling in both cases of $10.20. The 
amount of $10.20, which may seem like an odd amount, was arrived 
at by virtue of the fact that that is 60 percent of a $17 rate, whereas 
the present $8.50 maximum is 50 percent of a $17 daily rate of pay. 
In other words, the rate of pay to which it is related remains the same 
but the percentage ischanged. The change to the 60 percent is covered 
by subsection (c) ) of section 302. 

In section 303 of the bill we come to what is probably the most im- 
portant revision of the Railroad Unemployment Insurance Act and 
probably the one which will engender the greatest degree of contro- 
versy, and a great deal of Mr. Oliver’s testimony will be directed to 
the provisions contained in that aed yang We have encountered a 
problem in the railroad industry which is not new, but which has 
become increasingly acute in recent years, and that is of finding em- 
ployees who are ‘displaced permanently after many years of service 
as a result of changing technological conditions, shifts in the loca- 
tion of facilities, consolidations of facilities, and economic changes of 
various sorts. Insofar as the problem arises from mergers and con- 
solidations of two or more railroads the matter has been dealt with 
in a national agreement going back to 1936. In other words, we have 
had within that limited area some protection for the past 20 years, 
and this agreement which is known as the Washington job protection 
agreement, covers substantially all classes of employees and all the 
major railroads of the country, and in the event an employee is dis- 
placed as a result of these consolidations or mergers, employees re- 
ceive out of the savings to be derived from the consolidation or mer ger 
60 percent of their loss of pay for periods of time graded accor ding to 
their length of previous service. Those who have 1 year of service 
and less than 2 are protected for 6 months. Those with 2 years and 
less than 3 are protected for 12 months, and so on to where those 
with 15 years or more of service are protected for 6 months or a period 
of 5 years. That, however, takes care of only a very limited part of 
the problem. Facilities are being consolidated on the same railroad, 
facilities are moved, technological devices are being introduced very 
rapidly, all resulting i in the displacement permanently of employees 
with many years of service, employees with skills that are not readily 
adaptable to other employment, and we have found also that even 
though these employees are available for employment in the railroad 
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industry and their skills are transferable to other railroad employ- 
ment, they are not being offered that employment. Instead numbers 
of new employees are constantly being brought in and these employees 
are left high and dry. They now get ‘their 130 days of unemployment 
insurance and they are through. 

We do not feel that this anywhere necessarily adequately meets the 
claims that these people who have devoted their lives to the industry 
have upon the industry. 

These changes in methods of operation are for the purpose of increas- 
ing the productiv ity per employee hour of service. 

It results’ in savings in labor costs to the carriers and we feel that 
properly some portion of that savings can be used to liquidate the claim 
that these people have on the industr: y: 

We consequently propose here not as liberal a protection as the Wash- 
ington agreement provides in the case of mergers or consolidations. 
We have not proposed any protection for employees with less than 5 
years of service, but if you look at line 13 and the table following on 
page 12 of the bill you will see that we have proposed for employees 
who have 5 to 10 years of service and who exhaust their normal unem- 
ployment benefit rights that they may continue, if they continue un- 
employed, to draw ‘the unemployment benefits for successive 2-week 
periods to the extent of 39. The 39 is equivalent to approximately 18 
months and when added to the 26 weeks of normal unemployment bene- 
fits would come to a total or normal and extended benefits protection 
up to 2 years provided the individual is continuously unemployed. 

In other words, he must continue throughout the period of these ex- 
tended benefits to meet the same conditions as to employment, avail- 
ability for employment, taking suitable work, and all the other condi- 
tions normally attaching to the payment for days of unemployment. 

Those periods, as in the Washington agreement, are graduated ac- 
cording to the number of years of previous service, re: wching in the case 
of employees with 20 and more years of service a total of 117, which, 
together with the 1% periods of normal unemployment benefits would 
come to a total of 130, or the approximate equivalent of 5 years, which 
is also the maximum period of protection under the Washington agree- 
ment. 

Again I want to say that, of course, in order to receive those bene- 
fits the individual must remain throughout the period constantly avail- 
able for work, must accept any suitable work that is offered to him, and 
the Railroad Retirement Board must try to place him throughout that 
period. 

I think that is all that I shall say on that section. 

The Cuatrman. In the Washington Agreement, what was the mer- 
ger; in what railroads merged ? 

Mr. Scuoene. This is applicable to mergers and consolidations gen- 
erally. 

The CHarrMan. What was the Washington Agreement ? 

Mr. Scuoenr. It was a national agreement negotiated between all 
the major railroads and all the standard railway labor organiza- 
tions and it is a continuing agreement applicable to any mergers and 
consolidations that may occur. 

The Cuarrman. You say this proposal here is to carry out that 
agreement ? 
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Mr. Scuorene. No. It is to supplement it in areas in which that 
agreement does not operate. That agreement is restricted to mergers 
and consolidations between two or more railroads. It has no applica- 
tion, for example, if the same railroad consolidates two shops and dis- 
places a large number of the employees. 

The Cuarrman. Has there been any attempt to get an agreement 
with the railroads to supplement the existing agreement that applies 
to mergers and so forth ? 

Mr. Scuorener. No, there has not. because we have felt that now that 
we have the Railroad Unemployment Insurance Act, the matter can 
be better handled by integration with the Railroad Unemployment 
Insurance Act. In 1936 we had no Unemployment Insurance Act and 
there was no matter of integration. 

There is further this consideration: That in the event of a merger 
or consolidation of the facilities of two or more railroads it is fairly 
definitely identifiable as to what railroads are making the saving from 
that consolidation. 

When we get into these broader areas, it may sometimes be possible 
specifically to identify the savings, but oftentimes it is not. For ex- 
ample, if you have a shift of an outside industry from one region of 
the country to another, the extended unemployment and displacement 
that may occur in the area where the aedes left is not the fault 
of that railroad and it does not result in any financial advantage to 
that railroad. 

On the other hand, there may be an expansion of employment in 
the area to which the industry shifted and the financial advantage 
may result to the railroads there operating. We have consequently 
felt that when you apply this kind of principle to as broad an area 
as is here proposed, there should be a pooling of the railroad resources 
to compensate the employees who are displaced without undertaking 
to identify in each instance what railroad derives the savings or finan- 
cial advantage from the changes that occur. 

Mr. Mack. When did the Washington agreement take place ? 

Mr. Scuoene. 1936. 

Mr. Mack. Was that brought about because of a consolidation in 
the railroad industry ? rc 

Mr. Scuorne. I must say my knowledge is not too great on this 
subject because I was not connected with the subject matter at the time, 
but there was at that time a great deal of thought being given to 
merging railroad facilities throughout the country to eliminate duphi- 
cating facilities between various systems and so forth, and I believe 
the Emergency Railroad Transportation Act of 1933 carried some 
stimulus toward that kind of a program. 

The CuairmMan. However, there has been no attempt to negotiate 
an agreement with the railroads such as you have here supplementing 
the former agreement known as the Washington agreement? 

Mr. Scuoene. No, there has not, Mr. Harris. For the reasons I 
have indicated, we feel that now that we have the Unemployment In- 
surance Act, this kind of program had better be integrated with the 
Railroad Unemployment Insurance Act, rather than handled as a sepa- 
rate matter for collective bargaining. 

The Carman. Has it occurred to you that it would make our 
problem a lot more simple if you were to have such an agreement with 
the railroad ? 
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Mr. Scuoenr. I had not given that any particular thought, Mr 
Harris, but please do not consider this facetious; we were not pri- 
marily concerned with simplifying your problems. We were trying 
to do justice to these employees. 

The Cuarrman. If that is the position that you take now, why has 
it deviated from the original position which brought along the Rail- 
road Retirement Act and Unemployment Insurance Act in the first 

lace ¢ 

Mr. Scuornre. When you say the Railroad Retirement Act and Un- 
employment Insurance Act, that is not quite accurate. 

The Railroad Retirement Act was the result of an agreement be- 
tween the carriers and the employee organizations, and I think it re- 
sulted from two things. One was recognition on the part of the car- 
riers that they were in trouble with their voluntary pension systems, 
and notwithstanding the fact that they had successfull¢¥ resisted by 
litigation the application of the first Railroad Retirement Act, I think 
they came to recognize that that did not solve the problems and that 
something had to be done about them. 

On the other hand, in view of the judicial decisions that had been 
made, first by the Supreme Court with reference to the 1934 Retire- 
ment Act, and by the District Court for the District of Columbia with 
respect to the taxing features of the 1935 act, the employees felt an 
agreement was required if they were to obtain any relief from the 
then-existing condition. 

In other words, both sides at that time were in a position conducive 
to handling the matter by agreement. With respect to the Unem- 
»loyment Insurance Act in 1938, that was not the situation and the 
Unieaslovehent Insurance Act was enacted upon the recommendation 
of the employee organizations and over the opposition of the railroads. 

Mr. Hatz. Employer or employee organizations, did you say? 

Mr. Scuoene. | said on the recommendation of the employee organ- 
izations, and over the opposition of the railroads, and it has been true 
with rare exceptions that over the years it has been impossible to 
work these things out by agreement. 

I believe the only exception to that smce 1937 was in 1948 when 
we were interested in some liberalization of the benefits and the 
carriers were interested in obtaining this sliding scale of contribu- 
tions under the Unemployment Insurance Act, and we were able to 
make an agreement with mutual interest to present to Congress. 

The Cnamman. However, it is also a fact that in most every one 
of these amendments throughout the years, there has been some dis- 
cussion at least with the employer; is that not true? 

Mr. Scuoenr. Yes; that is true. 

The CHarrmMan. Whether you agree or not, there have been dis- 
cussions ¢ 

Mr. Scuorenr. The present instance is no exception to that. When 
I answered your previous question, Mr. Harris, I was not addressing 
myself to whether we had discussed this proposed legislation with 
representatives of the railroads. I was rather addressing myself to 
whether we had attempted to arrive at a collective bargaining agree- 
ment to take care of the particular subject matter that is covered in 
section 303 of this bill. We have had discussions at a very: high level 
between representatives of our organizations and the representatives 
of the Association of American Railroads. 
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The Cuarrman. On this bill ? 


Mr. Scuoenz. On this bill, and while the discussions were not 
extensive, they were sufficient to develop that there was no hope of 
our being able to get together on jointly recommended legislation. 

The CuHarrman. Would you mind indicating when those discus- 
sions took place? 


Mr. Scnoenz. Approximately a week ago. I do not remember the 
exact date. 

The Cuarrman. However, there were no such discussions prior to, 
shall I say, the introduction of the bill ? 

Mr. Schoener. No; there were not. 

The Cuarrman. During the time it was being formulated ? 

Mr. Scuorng. No; there were not. We felt that we had to make 
up our own mind on what we thought the solutions were before we 
were in a position to discuss it with the representatives of manage- 
ment but, having come to those conclusions, we have sat down with 
representatives of management at a very high level. 

I do not think I am breaching any confidence when I say that it 
included Mr. Leighty, the chairman of our association, and Mr. 
Faricy, the president of the Association of American Railroads, and 
various other officers of that association and most of the members 
of our retirement committee. 


The Cuarrman. I would say that is just about as high as you could 
get there. 


Mr. Scuoent. Yes. The failure of agreement was not for lack of 
authority on the part of the participants. 

There is another phase of this matter which Mr. Oliver will discuss 
in detail, but which I just want to mention, and that is that what this 
feature will cost depends very largely on whether the railroads will 
cooperate in the placement in other positions in the industry of these 
employees who are displaced. 

As Mr. Oliver will show, the cost can be kept to nothing, or to a 
negligible amount, but one of the very definite purposes of this pro- 
vision is to provide an incentive to the industry as a whole to reemploy 
these people who are displaced through changing conditions, and that 
is another reason why a pooling of the financial responsibility for it is 
important. 

A large share of the area in which these displaced employees can 
be reemployed consists of their employment on another railroad where 
they may be expanding employment while their home railroad is con- 
tracting employment, and if there is a sufficient financial inducement 
to the industry as a whole, we can keep these people employed on useful 
jobs instead of drawing unemployment insurance and, of course, that 
is what we want to do. 

That is what the employees want to do. They do not want to live 
on 60 percent of their daily rate of pay with a ceiling of $10.20. They 
want to find employment in their regular craft and classes and earn 
a livelihood rather than be on the unemployment insurance rolls. 

There are two other items dealt with in the bill. Section 304 again 
relates to the minimum qualification of $500 in the base year earnings. 
Section 305 eliminates a present restriction on the use of Sundays and 
holidays as days of unemployment under certain conditions. 

Generally speaking, Sundays and unpaid. holidays are treated as 
days of unemployment now, but under certain conditions, particu- 
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larly where there is not continuous unemployment, they are now ex- 
cluded, and the result is that fortuitously some employees are excluded 
from benefits that we feel they should be entitled to on those days. 

Mr. Hate. When you say treated as days of unemployment, just 
what do you mean by “days of unemployment” ? 

Mr. Scuoene. A day of unemployment is any day on which the indi- 
vidual is able to work, available for work, and with respect to which 
he earns no compensation; so that includes rest days, Sundays, and 
uncompensated holidays. 

Mr. Hate. Of course, you do not mean that a man who works 5 
days a week every week on a railroad gets unemployment compensation 
for Saturday and Sunday ? 

Mr. Scuoene. No; he does not, Mr. Hale, but they are days of un- 
employment. However, that is the philosophy of paying for days in 
excess of 4 in a 14-day period. 

Mr. Hate. Let me see if I get what you mean. 

If a man becomes unemployed on the 10th day of a given month, 
and it is a 30-day month, he is unemployed 20 days, which includes 
the full week; is that right ? 

Mr. Scnoene. That is right. 

Mr. Hare. Even though if he were employed he would be working 
only 5 days a week? 

Mr. Scuoeng. That is right, and it is for that reason that he is com- 
pensated for only 10 days out of each 14-day period, because he would 
normally have 2 rest days in each week and, consequently, 4 rest days 
in the 14-day period. 

Mr. Hate. In that connection, there are a lot of terms in here like 
“extended benefits” and “period of registration” and so on. Are those 
terms all defined in the original act ? 

Mr. Scuoene. Registration period is. Extended benefits is new in 
this act and refers to those graduated periods that are set up in this 
bill itself. 

Mr. Hare. That is not defined except insofar as it is explained in 
section 303; is that right ? 

Mr. Scnoenrt. That is right, Mr. Hale. 

Mr. Hate. Allright. Thank you. 

Mr. ScHoEeNre. Section 306 again is related to the change in the base 
from $350 to $400, and I will not go into that in detail. 

Mr. Dinecetxt. Mr. Chairman, may I ask one question at this point, 
please ? 

The CHarrman. Mr. Dingell. 

Mr. Dincetyt. What is the significance of the change from the year 
1947 to 1957 in line 25 of page 13 of the bill ? 

In other words, what do you change from 1947 to 1957 ? 

Mr. Scuorenr. That is simply a change in the effective date of the 
maximum creditable and taxable compensation. In other words, it 
went to its present base in 1947, and it will go to the new base in 1957. 

Mr. Dinceti. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Scuoene. I do want to comment on the last portion of section 
306, which relates to the revision of the sliding scale of contributions. 
As I am sure the members of the committee know, under the present 
law ever since 1948 the rate of contribution has depended upon the 
size of the reserve fund. 
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By 1948 we had built up a reserve in this fund of almost $1 billion, 
which was considered excessive, and the railroads felt that having built 
up that fund through their contributions, they should be allow ed the 
advantage of smaller contributions until the excess had been absorbed. 

Consequently, it was provided in 1948 that contributions might range 
as low as one-half of 1 percent as long as the reserve in the fund was 
over $450 million. Of course, that did not mean that it was expected 
that the long-range cost of the system would be anything like that per- 
centage. 

It was deliberately intended to give them a low rate of contribution 
until the excess in the fund had been absorbed. It was still estimated 
that the long-range cost would be approximately 3 percent. 

Through the operation of that automatic device, the rate has now 
gone to 2 percent and there is no reasonable expectation that it would 
be below that. We consequently present here a revised table which 
begins at 2 percent with the present rate and is graded upward from 
there by half percentage points, also depending upon the amount in the 
reserve, and it can go up to 4 percent if the amount in the reserve falls 
below $300 million. 

Whether it goes there or not depends, I think, entirely on what the 
carriers will do by way of stabilizing employment and the reemploy- 
ment of displac ‘ed employees. if they continue the practices that they 
have followed in the past, it will probably go to 4 percent. It can be 
kept at 3 percent or below if they will make a genuine effort to stabilize 
employment and to reemploy displaced employ ees. 

Mr. Mack. I was just wondering what the status of the fund is now. 

Mr. Scuoene. I am told it is about $300 million. 

Mr. Dincetit. May | ask you this / 

Has this table of figures been considered in previous statements on 
the actuarial soundness of the fund, I mean no reflection on previous 
witnesses, but apparently there is a cushion here which has been over- 
looked in previous testimony. 

I refer now to the fact that under the bill, let us say as we might 
assume it will be enacted, it provides for a possibility of increase of 
income to the fund. Am I correct in my understanding on that, sir? 

Mr. Scuoenr. I think you have to have in mind, Mr. Dingell, that 
there are two funds involved. The testimony of previous witnesses, I 
think, has been directed entirely to the railroad retirement account. 
This is the Railroad Unemployment Insurance Fund, which is entirely 
separate and is not available for the payment of retirement benefits. 

Now, the cost estimates have been made as to the actuarial soundness 
of the Unemployment Insurance Fund as it would be affected by this 
bill, and, of course, as you can readily appreciate, the expected exper- 
ience of an U nemployment Insurance Fund is even much less predict- 
able than the experience of a retirement fund over any long period of 
time because changing economic conditions can very radically affect 
the requirements for unemploy ment insurnace payments. 

If you have a lot of unemployment, that immediately can put an 
unpredictable load on the fund. On the other hand, the benefit rates 
are, of course, of much shorter duration because except for these ex- 
tended benefits which may run to 5 years, it is ordinarily on an annual 
basis, so I think it is much more difficult to estimate cost for unemploy- 
ment insurance than it is for retirement insurance. 









ee a 


ae * 


— eo 


= 


Is 


he 
4. 
ey 
be 
ze 


on 
us 
er- 


rht 
of 
ir? 
hat 
s, I 
int. 
ely 


1eSS 
this 
er- 
ict- 
1 of 
rect 


an 
ates 
ex- 
ual 


loy- 


RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 235 


The estimates of cost that have been made would indicate on the basis 
of prior experience that this may cost approximately 414 percent if 
the railroads continue their present practices. However, and that 
allows for a margin of, say, a quarter of a percent one way or the other, 
and it is my personal belief that based on past experience, 4 percent 
will adequately cover it and, as I have said before, with proper employ- 
ment practices on the part of the railroads, it can be kept to 3 percent 
or below. 

The Cuarrman. Let me ask you this: Will you run into problems of 
seniority of employees when switching from job to job in the manner 
that you have discussed with us ¢ 

Mr. Scnoene. No, I do not think so, because, of course, an individ- 
ual who becomes unemployed has seniority or seniority rank together 
with other employees for his particular seniority district on his par- 
ticular railroad. 

Mr. Drnceti. There would be no switching between <istricts and 
between different roads, though / 

Mr. Scuoenr. Notas to seniority. The individual who is employed 
say, on another railroad or employ ed outside of his seniority district, 
would, of course, have to come in as a new man junior to those prev- 
iously employed in that particular seniority district. 

Mr. Drnee xt. Is there anything that could be done to help people in 
that category / 

Mr. ScHoenr. Yes, a great deal can be done. 

Mr. Drnecetx. I am talking about helping them on their seniority 
when they are switch from district to district or from road to road. 

Mr. Scuoreng. No. I do not think so because seniority is, of course, 
a relative thing and to whatever extent you help the new employee 
or the transferred employees, you are equally hurting other employees 
who are already there. It is all relative between employees, you see. 

Mr. Dineexi. Thank you. 

Thank you, Mr. Chairman. 

Mr. ScHoEeneE. Section 307 makes a corresponding amendment with 
respect to the tax to be paid by the so-called employ ee representative 
who pays it in lieu of his employer paying it. Section 308 deals merely 
with effective dates and I will not stop to comment on it. 

Before I close, I have a few observations of a general nature that 
I think should be made relating primarily to private and supplemental 
pension plans with respect to which various members of the com- 
mittee have expressed interest in the course of the hearings. 

There are two aspects of that. One is plans within the railroad 
industry. The other relates to supplemental plans in other industries 
largely supplemental to the Social Security System. 

With respect to the railroad industry, the information available at 
this moment is very scanty. We have attempted to make some in- 
vestigation of the extent to which the railroads have themselves recog- 
nized the inadequacy of the retirement benefits paid under the Rail- 
road Retirement System by establishing supplemental plans. 

We have asked our representatives on the individual] railroad to 
assemble information about the plan in effect on those railroads and, 
as you can appreciate, that is not a very systematic way to go about 
getting your basic information, but such information as we have been 

90453—57——16 
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able to get indicates that on at least 55 railroads, including most of 
the major railroads, such plans are in operation. 

Sometimes they are limited to official or semiofficial positions. Some 
of them include everybody who ears over the creditable amount under 
the Railroad Retirement Act. Very generally they exclude employees 
covered by collective bargaining agreements. 

I was a little surprised to find the extent to which that occurs be- 
cause it appears to me very questionable as to whether that is not an 
interference with the right of the employees to bargain collectively. 
It might be under the Taft-Hartley Act called an unfair labor prac- 
tice, but we are not concerned with that at the moment. 

There appears also to be a great deal of variation in these plans as 
to the way in which it is coordinated with the Railroad Retirement 
System, but in one way or another they seem virtually all to be co- 
ordinated, so that any increase in the benefit paid under the Railroad 
Retirement System would result in a reduction of those payments 
under private plans. 

That is an item which, of course, bears on the extent to which the 
proposals here before the committee would affect railroad costs, but 
I have no measure of that. I have no way at the present time of know- 
ing just how much the railroads would save in their supplemental 
pension costs through the enactment of this bill, but there would be 
some such saving. 

I have been informed that the Senate Committee on Labor and Pub- 
lic Welfare has requested the Railroad Retirement Board to make a 
systematic study of this question and that such a study is now in prog- 
ress. I hope that that can be developed in time to be of use to this 
committee before you complete your consideration, but I have not any 
idea whether it will or not. 

With respect to the supplemental pension plans in other industries, 
there are again two aspects. One is the level of benefits. The other 
is the matter of cost to the industry. 

The carriers have created a rather widespread impression that their 
costs for retirement purposes are much in excess of the costs to other 
industries and that the benefits enjoyed by railroad employees are 
much in excess of the benefits enjoyed by employees in other industries. 

There, again, there was not until about a year ago any really com- 
prehensive information on the subject available. The information now 
available is as of approximately a year ago. It does not take into 
account the increase in railroad retirement benefits made last year, 
nor does it take into account the improvements in other supplemental 
pension plans that have been negotiated last year, but from our knowl- 
edge that the supplemental plans in other industries have been and 
continue to undergo revision and liberalization through collective bar- 
gaining primarily, I think it is fair to assume that the relationship 
existing last year continues to prevail although on a somewhat higher 
level in both cases. 

The most complete information that I have been able to find on the 
subject is contained in an article written by Mr. Robert J. Myers, the 
Chief Actuary of the Social Security Administration, who has been 
with us here as a witness, and I think it is an objective and honest 
analysis which seeks specifically to compare both on a benefit level and 
on a cost level the railroad industry with other major industries which 
are under social security, but have supplemental pension plans. 
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The article appeared in the Labor Law Journal for May of 1956, 
and I think it is a matter of sufficient interest to warrant reproduction 
in the record of these hearings. It has been reproduced in the hearings 
before the Ways and Means Committee last year on H. R. 10578 and 
H. R. 11764, but I believe it would serve the convenience of this com- 
mittee to have it reproduced again in the records of this hearing. 

The only copy I have of it is as it was reproduced in the Ways and 
Means Committee hearings, but I would, with the permission of the 
committee, like to hand that copy to the reporter and have it repro- 
duced here. 

Mr. Mack. That is not very voluminous, is it? 

Mr. Scnuoene. No. It covers about 10 pages of the Ways and Means 
Committee hearings. 

The Cuarrman. I think it is appropriate to have it included, and 
without objection we will have it included in the record. 

(The article referred to follows:) 


[Reprinted from the May 1956 issue of Labor Law Journal, published and copyrighted, 
1956, by Commerce Clearing House, Inc., Chicago 30, II1., all rights reserved] 


FINANCIAL IMPACT OF PENSION COSTS ON THE RAILROAD INDUSTRY 
By Robert J. Myers 


The belief that the railroad industry has a tax burden for pen- 
sions as compared to other industries is not the case. However, 
this was true 15 years ago, as an examination of the tax and finan- 
cing basis and philosophy of the railroad retirement system shows. 
Proposed legislation would raise benefits 15 percent based on in- 
creased employer and Federal-income-tax-exempted worker con- 
tributions to benefits. 


The approximately 114 million workers in the railroad industry receive retire- 
ment and survivor benefit coverage under the railroad retirement system. All 
other employees in private industry obtain such basic protection under the 
old-age and survivors’ insurance program of the Social Security Act (hereafter 
referred to as OASI). The railroad retirement system may be said to be a 
combination of an industrywide pension plan similar to private plans in other 
industries and a social insurance system, since it contains elements of both. In 
addition to the basic compulsory governmental programs, private pension plans 
have been established by many employers in general industry and, also, in some 
instances by railroad employers." 

The railroad retirement program provides considerably higher benefits than 
OASI. Accordingly, higher costs and thus higher tax, or contribution, rates are 
involved. The primary purpose of this article is to examine the general financial 
burden for pensions borne by the railroad industry, both historically and pros- 
pectively, as compared with that of other industries (including the OASI tax 
cost). In many instances, the costs for private pension plans supplementing 
OASI are borne entirely by the employer. Throughout, the term “pensions” 
refers both to the appropriate governmental program and to supplementary 
private plans. In order to make such analysis, the history and philosophical 
basis of the railroad retirement program must first be considered.? Also, the 
development of the private supplementary plans of other large industries and 
employers will be briefly described. 

It is not clear whether the entire pension cost in a noncontributory plan is 
carried by the employer. It may be argued that in the absence of pensions, the 
unions would have asked for more wages so that actually where noncontributory 
pension plans exist, the employee indirectly pays part of the pension cost. Rail- 


1For a detailed analysis of these plans see Railway Pension Plans Supplementary to 
the Railroad Retirement System (Railroad Retirement Board, 1949). 

2For a very thorough analysis of the backgrounds of the railroad retirement system, 
see Retirement Policies and the Railroad Retirement System (report of the Joint Com- 
aoe on Railroad Retirement Legislation, S. Rept. 6, 83d Cong., 1st sess., January 9, 
953). 
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road wage negotiations currently do not involve pensions. Thus, the direct com- 
parison of retirement costs as between railroad and nonrailroad employers may 
be open to certain questions and subject to limitations. This matter, however, 
is to a considerable extent “circular” and can never be definitely pinned down, 
just as the dilemma of which came first, the chicken or the egg. Accordingly, 
this paper will examine the direct, visible facts and will not attempt to hazard 
any opinions as to what might have happened under other circumstances. 


PHILOSOPHICAL BASIS OF RAILROAD RETIREMENT SYSTEM 


There is a long history of pension plans in the railroad industry. On an indus- 
trywide basis, railroad workers were the first to have any measure of retirement 
protection. Measured by today’s standards, those early plans were by no means 
completely satisfactory; nonetheless, it should be recognized that they were a 
good beginning. 

The early plans were, on the whole, noncontributory and nonguaranteed, so 
that the retired employee had no absolute assurance of receiving pension pay- 
ments throughout the entire remaining years of his life. It has been stated, 
however, that in 11 reorganizations and receiverships before 1930, pensioners 
were adversely affected in only one case.* Furthermore, the pension payments 
were often discretionary so that the individual, both before and after retirement 
age, had no definite guaranty of a pension. Generally, the worker had to be in 
service at time of retirement, so there was considerable fear on the part of many 
that for one reason or another their services might be terminated before eligibility 
for a pension. Also, there was considerable conflict between labor and manage- 
ment in regard to organizing and recognizing unions so that labor generally 
feared that the pension rights would be held as a club over the worker’s head. 

The pressure of this dissatisfaction on the past of labor was augmented by the 
experience during the depression of the early 1930’s. The company pension 
plans had never been actuarially funded, but were largely on a short-term “pay- 
as-you-go” basis, with little accumulated reserves or contingency funds. As a 
result, with the sharp reductions in net operating income, the railroads in many 
cases reduced pensions and generally “tightened up” their plans. 

Labor’s dissatisfaction, that had been growing for many years, was thus 
brought to a head, and efforts were made to obtain a system administered 
by the Federal Government so as to rectify the undesirable results obtaining 
under existing company pension plans. Accordingly, in 1934 the first Railroad 
Retirement Act was passed, but in 1935 it was declared unconstitutional. 

Shortly afterward, in August 1935, the second Railroad Retirement Act was 
passed—attempting to avoid some of the constitutional difficulties in the previous 
act. In the tirst stages of testing the constitutionality of this act, it appeared 
that there again would be difficulties. The President of the United States called 
both parties together in an attempt to obtain a solution agreeable to all parties. 
After a number of meetings, a “gentlemen’s agreement” was reached under which 
the employers agreed not to contest the constitutionality of the law, and the 
employees agreed that the plan should be financed by equal contributions from 
employers and employees. Further, the employers received the very definite 
advantage of having pensioners under their existing plans taken over by the 
railroad retirement system without any transfer of funds or direct charge there- 
for. The cost of these provisions is included in the overall cost of the system and 
thus might be said to be paid equally by employers and employees. Following 
this agreement, the third Railroad Retirement Act (1937) was enacted, making 
certain changes which were desired and agreed to by both parties. 

At the time the second Railroad Retirement Act was passed, the Social Se- 
curity Act had already been enacted, although actually both pieces of legislation 
were proceeding through the Congress at the same time. Accordingly, for a short 
period, railroad workers were included in the OASI system, although this cover- 
age was eliminated by the second Railroad Retirement Act. 

Question might be raised as to why railroad workers were not continued in 
OASI and a supplementary plan for railroad workers developed—either by hav- 
ing the carriers modify their existing plans and set up new supplementary plans 
or by having a supplementary Government administered plan. The first alter- 


* Murray W. Latimer, Industrial Pension Systems (1932), p. 653 
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native, because of the pressures that had developed over the years, did not seem 
feasible at that time. Railroad workers wanted the assurance of relatively larger 
benefits than OASI would provide and believed that these benefits could be guar- 
anteed only by a Federal system covering all railroad workers; the previous 
experience under the company pension plans had in so many ways been unsatis- 
factory that this did not seem to be the practical way of solving the problem. 

On the other hand, a supplementary plan established and administered by the 
Federal Government did not seem practical either. For one thing. there was no 
assurance that OASI would be found constitutional. For another, the concept of 
private pension plans supplementing OASI was not very widespread. There was 
much talk that private pension plans then in existence would be dropped when 
OASI went into effect; actually this did not eventuate—very few pension plans 
were abolished in 1937, probably no more than in previous years under the normal 
tendency for a few plans to terminate for various reasons—for example, bank- 
ruptcy. In essence, then, railroad labor believed that the best way to obtain 
adequate retirement benefits was by having them all continued in a single system 
confined to the railroad industry, since the stability and general acceptance of 
OASI had not been established or tested. 

As originally developed in the 1937 legislation, the railroad retirement system 
bore some similarities to the earlier company pension plans, although there were 
marked differences. The general philosophy was the same; namely, to provide 
retirement benefits. The system was on a contributory rather than a noncon- 
tributory basis, probably for several reasons: to produce larger benefits; to pro- 
vide vesting of benefits so that individuals with long service could receive retire- 
ment benefits at age 65 even though they were not in service then; and to provide 
labor with a stronger reason for having a voice in decisions made about the pro- 
gram. Since the plan was contributory, it was natural that there should be lump- 
sum death payments to assure each contributor that he or his beneficiaries would 
receive in annuity payments or in lump-sum death payment as much as he himself 
had contributed. From an actuarial standpoint it would have been perfectly 
equitable to have no death benefits, with forfeitures arising being used to pro- 
vide larger annuities. However, people generally feel that their contributions, 
especially in a private pension plan, should be safeguarded and assured to them 
in one way or another so that the provision of lump-sum refunds in the railroad 
retirement system was understandable. 

Other features of the 1937 railroad retirement provisions are worthy of note, 
namely the crediting of prior service and the vesting of benefits. In general, those 
who had an employment relation at the time of enactment of the second Railroad 
Retirement Act in 1935 received credit for prior service (up to a maximum of 
30 years minus the amount of any subsequent service), regardless of the fact that 
no contributions were made directly for such service by either the employer or the 
employee. This was quite necessary for a smooth transition, due to the existence 
of company pension plans which granted credit for service before 1937. This 
crediting of prior service was administratively feasible because of the earnings 
records for years in the past generally being available in this regulated industry. 

More importantly, however, this granting of prior service credit would have 
been desirable in any case under the type of benefit formula adopted (based pro- 
portionately on years of service), in order for the railroad retirement system to 
serve the purpose of immediately providing retirement benefits in an adequate 
amount. In order to be really effective, a retirement plan should, as much as 
possible, provide adequate benefits for those currently retired when the system is 
established or at least for those retiring shortly thereafter. In that case, the 
purpose for which the program is established is really carried out in respect to 
those persons whose problems were really responsible for its establishment. It 
certainly does not seem logical to ignore these people and to promise large retire- 
ment benefits deferred years into the future. In this respect the railroad retire- 
ment system made a very sound beginning. 

The original provisions of the 1937 act had full vesting of benefits. In other 
words, an individual with only a few months of service, obtained at an early age, 
was actually entitled to an annuity when he attained age 65 many years hence 
(although the resulting annuity amount, if small, was commuted to a lump sum). 
This was a complete swing of the pendulum away from the conceptual basis of the 
company pension plans which had virtually no vesting. As indicated subse- 
quently, the pendulum has swung back somewhat. Certainly it does not seem 
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essential, or even necessary, for a retirement system to provide deferred benefits 
for very short-term employees. This is especially so if these individuals have the 
‘basic floor of protection” of OASI. 

When the railroad retirement system was originally established, the wide- 
spread movement of workers in and out of the railroad industry was not generally 
recognized. Rather, the tendency was to think of all railroad workers as career 
employees; thus, the vesting provisions seemed quite reasonable. With the 
advantage of hindsight, it can readily be seen now that, considering the vast flow 
of workers, many of whom acquire only a short period of railroad service, there 
should have been no attempt to provide complete vesting. Certainly, such 
individuals either should not have been covered at all by the system, or should 
merely have refund benefits, both of which practices are general in current-day 
contributory private pension plans. 


* * * ynion leaders continue to overemphasize the role of collective 
bargaining in raising the standard of living. They continue to under- 
emphasize the basic conditions which make collective bargaining gains 
possible—the increase in productivity resulting from technological ad- 
vance.—Washington Report, publication of Chamber of Commerce of the 
United States. 


When OASI was established, the same general philosophical concept was 
followed—namely, to provide retirement benefits for workers and, of secondary 
importance, lump-sum refunds. In 1939, the entire character of the OASI 
system was changed by 2liminating these refunds and by adding both survivor 
protection and increased benefits for retired workers who had certain types of 
dependents. 

The railroad retirement system continued throughout the early 1940’s to pro- 
vide retirement benefits only ; however, there was continual pressure from various 
sources, in large part because of the OASI changes, calling for changing its nature. 
In some quarters it was urged that railroad workers should be brought under 
OASI, thus obtaining survivor protection and taking care of the problem that 
many individuals would obtain coverage under both systems and fortuitously 
would be greatly advantaged or disadvantaged thereby. This viewpoint was 
further augmented by the successful development of supplementary private 
pension plans in many other industries that were specifically intended to take 
into account the OASI benefits. 

Railroad labor, however, feared that the choice was between the more liberal 
(and thus more costly) railroad retirement system and OASI—in other words, 
having only one or the other. The possibility of having both OASI and a supple- 
mentary railroad retirement plan was not seriously considered because of the 
fear that in any such transition, railroad workers might be left with only the 
lower OASI benefits. 

Accordingly, the policy of railroad labor was to urge the addition of survivor 
benefits to the railroad retirement system so as to offset at least some of the argu- 
ments for a coordinated or integrated program with OASI. The element of 
movement back and forth between the two systems was recognized, however, in 
that the railroad survivor benefits established in 1946 were on a coordinated basis 
(such that earnings in both railroad and OASI coverage were combined to produce 
a single benefit payable in effect by whichever system the individual was more 
recently employed). In 1948, because of the inflationary conditions resulting 
from World War II, railroad retirement benefits were increased by 20 percent, far 
less relatively than the rise in wages and prices. 

The Survivor benefits provided by the 1946 amendments to the Railroad Retire- 
ment Act were on the whole larger than those payable under OASI. Naturally, 
the railroad workers believed that for the larger contributions that they paid 
for the entire system larger benefits of all types should be available in all 
instances. 

In 1950, the OASI system was amended, and the benefit level was roughly 
doubled ; strong pressures arose for increasing the railroad survivor benefit provi- 
sions. Thus, for a period, despite the fact that the railroad retirement contribu- 
tion rate was about four times that of OASI, its survivor benefits were signifi- 
cantly lower. Furthermore, subsequent inflationary developments impelled 
railroad labor to seek larger retirement benefits. Throughout, however, were the 
ever-present “shackles” of costs. 
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In 1951, the Railroad Retirement Act was further amended to increase retire- 
ment benefits by 15 percent, to provide supplementary benefits for wives aged 65 
or over, and to raise survivor benefits to at least the level of those under OASI. 
These increases in railroad retirement benefits did not fully restore their ade- 
quacy (relative to wages) to that prevailing in 1937, a matter which will be 
discussed in more detail subsequently. 

In order to support the increased retirement and survivor benefits under the 
railroad retirement system without increasing contribution rates, certain delib- 
eralizations were made. Retirement benefits for short-service employees (those 
with less than 10 years of service) were eliminated. These individuals were given 
corresponding wage credits under the OASI system so that the railroad retirement 
system protited by the excess of the railroad retirement contribution rate over 
the OASI contribution rate in respect to both the employer and the employee 
contributions. As indicated previously, nonavailability of retirement benefits for 
short-service employees is a logical provision for a staff retirement system supple- 
mentary to the general social-security system. However, this change in respect 
to short-service employees was considered by some persons as going too far in 
regard to equitable treatment of this group, since these individuals are required 
to pay the higher railroad retirement contribution rate, yet receive only OASI 
benefits, with—for all practical purposes—no recompense for the excess of rail- 
road retirement over OASI taxes. 

The 1951 amendments* went part of the way toward changing the railroad 
retirement system to a supplementary one. This was done in full as to the 
financial basis (through the so-called financial-interchange provisions) and in 
part as to benefits (through the dual-benefit provisions and through subjecting 
railroad employment to the OASI retirement test, which, under OASI, benefits 
are withheld when an individual is engaged in substantial covered employment).° 

Under the so-called dual-benefit provision, individuals are barred from receiving 
both railroad retirement benefits based on railroad service prior to 1937 and 
OASI benefits. There may be said to be certain logic in this provision, since in 
such cases prior service (for which no contributions were made) bulks large in the 
determination of the railroad retirement benefit, and indirectly in the OASI 
benefit as well, because of the nature of the OASI benefit formula. Nevertheless, 
it seemed inequitable to many persons to introduce such a restriction after the 
systems had been functioning independently for such a long period. In a sense, 
it appeared to be ex post facto legislation. This especially seemed to be the case 
because this provision was introduced at the same time a general 15-percent in- 
crease in railroad retirement benefits was legislated, and the publicity had been 
focused largely on this increase. If it hud not been for a savings clause, many 
individuals would have received lower benefits from the railroad retirement 
system than they had been getting before the amendments, since the 15-percent 
increase would have been more than offset by the dual-benefit reduction. Even 
so, there were protests from those who expected an increase but instead continued 
to receive the same amount of railroad retirement benefits. 

If the dual-benefit provision had been incorporated in the original legislation, it 
might have had more public understanding and acceptance. But coming as it did, 
after many individuals had counted on complete independence of the two systems. 
some remedial action seemed to be called for. The pressure was augmented by 
the 1952 amendments to the Social Security Act, which gave benefit increases 
to retired workers of either $5 a month or 12% percent, whichever was larger. 
For retired railroad workers affected by the dual-benefit provision, this added 
insult to injury because, on the one hand, their OASI benefits were increased, and 
immediately, on the other hand, the railroad retirement benefits were reduced 
by the same amount. Undoubtedly because of these factors, strong complaints 
were made to the Congress, and a a result on June 16, 1954, Public Law 398 
(88d Cong.) was enacted, completely repealing the dual-benefit provision ret- 
roactively to the date of its original enactment. 





4For a description of these amendments, especially in regard to the financial-interchange 
and dual-benefit provisions, see Robert J. Myers and Wilbur J. Cohen, Railroad Retirement 
Act Amendments of 1951: Benefit Provisions and Legislative History, Social Security 
Bulletin (February 1952); and Robert J. Myers, Railroad Retirement Act Amendments 
of 1951: Financial and Actuarial Aspects, Social Security Bulletin (March 1952). 

5Under the Social Security Amendments of 1954, effective in 1955, the retirement test 
applies to all earnings whether or not covered. 
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CURRENT STATUS OF PRIVATE PENSION PLANS 


At the present time, more than 15,000 employers in the United States have 
formal private pension plans (exclusive of deferred profit-sharing plans). The 
great majority of these plans provide pensions that are supplementary to those 
under OASI. The plans differ widely as to their form and organization. A great 
many plans are administered by insurance companies, while others are self- 
administered (usually with the assistance of a bank or trust company). While 
most of these plans are of the insured type, the self-administered ones, being 
generally in the largest industries, cover more employees. Many of the self- 
administered plans came about, or were amended, as a result of collective- 
bargaining agreements, largely following World War II. It is this type which is 
particularly important to consider in connection with the problem of the relative 
adequacy and cost of the railroad retirement program. 

Amendments to plans already in existence generally took the form of providing 
for a minimum benefit including OASI, in line with provisions adopted in new 
plans. These minimums were found in such mass industries as steel, rubber, oil, 
automobile and coal mining. In most instances, the plans are entirely separate 
for each individual company although they have the same general pattern (for 
example, the automobile industry). Other plans cover all workers in the same 
industry even though they are employed by different employers (for example, 
the coal mining industry). 

In the initial development of the pension plans under collective bargaining in 
the mass industries, several general characteristics were evident—some of which 
have changed over the course of time. Practically all these plans were estab- 
lished, and have continued, on a noncontributory basis (that is, the employer 
paying the entire cost); the employee groups involved at the time such plans 
were established reiterated their support for the contributory principle in con- 
nection with OASI. 

The minimum benefit amounts in most of these plans have been independent. of 
wage, being related to length of service and to OASI benefits. The general pattern 
originally was that the supplementary plans would pay the excess of some fiat 
amount (such as $100 per month) over the OASI old-age benefit (for retired 
workers alone) for those retiring at or after age 65 with a long period of service, 
such as 25 years or more. Pro rata benefits were provided for those retiring at or 
after age 65 with shorter periods of service, say, down to 15 years (for whom the 
payment under a $100 plan for 25 years of service would be $60 minus OASI). 

Also, benefits are often provided for those permanently and totally disabled 
before age 65. In general, however, there are either no vesting provisions or 
relatively limited ones; individuals in good health who separate from service 
before age 65 frequently receive nothing in the way of immediate or deferred 
benefits. Monthly survivor benefits, other than those under OASI, are not usually 
provided, although group life insurance is general. 

This approach to benefit formulas is termed the offset method. Over the 
course of the last few years, there has been a gradual—ond by now, almost com- 
plete—shift away from this basis, since any increase in social security benefits 
under such a formula merely means a corresponding reduction in the private 
pension—a difficult matter to “explain” to the pensioners. Some plans, however, 
such as that in the coal mining industry, always used only the “additive” ap- 
proach, with the amount of the supplementary pension being determined. inde- 
pendently of the OASI benefit. 

An example of the transition from the “offset” to the “additive” approach is 
the Ford Motor Co. plan. Initially, $100 per month minus social security after 30 
years of service was provided. An “additive” type formula was later introduced 
as an alternative. Currently, the monthly pension under the “additive” formula 
is $2.25 per year of service (plus OASI). It is likely that in the great majority of 
eases the “additive” formula gives a larger result than the “offset” formula. 
Accordingly, it may fairly be said that this plan, in effect, has moved away from 
the “offset” to the “additive” method. 
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Another example of transition from “offset” to “additive” basis is the United 
States Steel Corp. plan. Before the November 1954 amendments to this plan, 
benefits were determined under whichever of 2 formulas gave the larger amount: 
(1) 1 percent of the average last 10 years pay per year of service minus OASI, and 
(2) $100 per month minus OASI after 25 years of service. Under the new basis 
the formulas are changed as follows: (a@) 1 percent of last 10 years pay per year of 
service minus $85, and (0) $55 per month after 30 years of service ($2 less for each 
year of service short of 30 years, applicable down to 15 years of service). The 
later formula has, at times, been described as $140 less OASI but, as in the first 
formula, the OASI benefit is “presumed” in all cases to be $85, whether it is more 
or less.° Thus, the United States Steel formula is now on a completely “additive” 
basis. 

The plans of several large rubber companies were changed in 1955 so as to 
eliminate the offset formula and have only an additive formula ($1.80 per year of 
service, maximum of 30 years). Next may be examined the general benefit level 
under supplementary private pension plans. The table on the following page 
gives illustrative examples for a worker retiring at age 65 with 30 years of service 
and a $250 average monthly wage for a number of selected plans (principally those 
in mass industries, including most of the large collective bargaining plans). The 
figures relate only to the benefit for a retired worker and do not inelude addi- 
tional benefits for dependents under OASI. Also excluded are any survivor 
benefits, either under OASI or in the form of life insurance under group policies. 
A retired worker with a $250 average wage receives an OASI benefit of $88.50. 

For the individual considered in the table, the amount payable under the various 
private plans differs considerably. In most cases, the supplementary pension 
amounts to $55-$70 a month, although as little as $30—-$35 for some plans and as 
much as $100 or more in others. The combined amount including OASI ranges 
broadly from $140 to $165, or well above half pay. In contrast with this, the 
benefit for a similar worker under the railroad retirement system is about $145 
or somewhat below the general average range and considerably below the more 
liberal plans. 

It must be remembered that the employee contributions are considerably 
higher under the railroad retirement system (namely, 614 percent) than those of 
workers covered by both OASI and these private pension plans. Most of the 
private plans shown in the table are noncontributory, so the worker pays only 
the OASI tax (currently 2 percent). The employee contributions under the con- 
tributory plans listed are in the neighborhood of only 2 to 3 percent, so the total, 
including social security at the current 2-percent rate, is well below the railroad 
retirement rate. Thus it may be said that in order to receive the excess of the 
railroad retirement benefit over the OASI benefit (about $56 in this case), railroad 
workers must pay half the cost of this excess benefit. Following through on this 
basis, it may be argued that the 30-year worker in a noncontributory plan who 
receives about $30 a month thereunder is as “well off” (from an individual equity 
viewpoint) as a railroad worker who receives an “excess” benefit over OASI. 
A worker similar to the one considered in the table who receives benefits under a 
supplementary plan in the average range of $55—$70 is better off (considering both 
contributions and benefits than a railroad worker who must pay for half of his 
“excess”’ benefit. 

Moreover, due to oversimplification, the previous analysis has presented the 
railroad retirement system in a more favorable light than is actually currently 
the case. Since railroad retirement benefits are based on the average earnings 
over the entire period of creditable service, the amounts currently payable are 
considerably deflated because of the lower wages before the termination of World 
War II, which brought with it, both concurrently and subsequently, a substantial 
rise in wage level. Actually, retired employees under the railroad retirement sys- 
tem as of the end of 1953 who had 30 years of service received about $115 a 
month. If these employees had been covered under the OASI system, they would 
have heen receiving about $75 a month; thus, the actual “excess” benefit currently 
payable to retired workers with 30 years of service is only about $40 a month 
rather than the $56 previously used as illustrative. Workers currently retiring 
under the automobile industry plans are receiving considerably more over the 
OAST benefit than are railroad workers with similar employment records who 


have been contributing part of the cost of their benefits. 


6The maximum OASI benefit for a retired worker before the Social Security Amen¢- 
ments of 1954 was $85. Under existing law the maximum is $108.50, and an average 
monthly wage of $233 yields an $85 benefit. 
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Ezamples of monthly amounts including OASI payable to retired worker at age 


65 after 30 years of service based on $250 average monthly wage’ for selected 
private pension plans 


From Total 
private including 
plan OASI 





—_—. 


Aluminum Company of America ?__..........__- : bi edd $55. 00 $143. 50 
Amalgamated Clothing Workers 3.__............--- 50.00 188. 50 
American Telephone & it Le APO a ‘ pice 30. 75 119, 25 
Armstrong Cork Co,4____..._-.--._- Pint lhvekcetcaeannes eae 72: 50 161: 00 
Bethlehem Steel Corp.?_.............-- lickin bbnaeendhd E 55. 00 143. 50 
Cities Service Co.4___- : 68.75 | 157. 25 
Consolidated Edison Company of On ieee 76. 50 | 165, 00 
Du Pont (E. I.) de Nemours & Co-_- ; ; 95. 00 183. 50 
Eastman Kodak Co- pth See ‘ 75.00 | 163. 50 
Firestone Tire & Rubber Co.? adicinmatiaticksiaie tat ceickd aie tcdieen tee £4.00 124. .™ 
Ford Motor Co.2_____- 2 -. Biecrsoeaaeeee . . 0 1F6. 00 
General Electric Co.4._____- Sse SUELO Pha 55 S2i0U . 00 146.50 
General Motors Corp.?__-_- j ; 57. 50 | 155.00 
Goodrich, B. F., Co.4__- ie coe 13. 44 151.94 
Goodyear Tire & Rubber Co. ’ EAE se all 54.00 | 
Grumman Aircraft Engineering Corp- bs. co Sie a 58. 75 
International Brotherhood of Electrical Workers 4____- aap 50. 00 
International Ladies Garment Workers’ Union 5__- 
Johnson & Johnson 4. 

National Maritime Union- 

Standard Oil Company of Indiana ‘ 

United Mine Workers of America- 

United States Rubber Co.?_ 

United States Stee] Corp.?- 

Westinghouse Electric Co.?- 

Railroad retirement 4 





1 The concept of average wage differs among the plans considered. In some instances, it is computed over 
the most recent or highest 5-year or 10-year period, and in other cases it is computed over the entire period 
ofemployment. ‘“‘Service’’ in all cases refers to service creditable under plan. 

2 Refers to collective-bargaining plan covering production workers. 

3 Men’s and boys’ clothing industry. 

4 Denotes plan under which employees contribute. 

5 Cloak and suit joint board. 


Note.—Above data do not include additional benefit of $44.30 payable under OASI if there is an eligible 
wage aged 65 or over ($40 under railroad retirement). 


On the other hand, it should be recognized that railroad retirement provides 
liberal monthly disability benefits, whereas there is none under OASI—although 
most collective bargaining private plans do have some such benefits. Also, 
railroad retirement generally has more liberal vesting provisions for those who 
leave service before retirement. The survivor benefits under railroad retire- 
ment are, in most cases, no larger than under OASI. 

Finally, there may be considered the cost of these various supplementary plans. 
No precise, detailed figures are available for all of the plans considered in the table 
above. However, a good general picture can be obtained for certain selected 
companies and also from a recent survey made by the Chamber of Commerce 
of the United States for a large number of companies (Fringe Benefits—1953). 
In this latter study, the current employer cost as a percentage of total payroll 
in regard to retirement pans for companies with such plans were as follows: 


Number of | Percent of 
companies | total ;ayroll 


Industry 





| 

| 

| 
Banks, ete__- : hak Bees ose a 116 
Insurance companies. - 
Manufacturing- 
Public utilities. __- ---| 
rade (wholesale and retail 


65 | 
430 
107 


28 


Crear Se 


| 


| 


During 1955 employment rose above levels attained in any prior year. Total 
employment was around 65 million during the latter part of the year. This was 
an advance of 3 million from the corresponding period of 1954. The upsurge in 
job opportunities reduced unemployment to about 3% percent of the civilian labor 
force and also brought an unusually large expansion in the size of the labor 
force.—Sinclair Weeks, Secretary of Commerce, 
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The above figures are broad averages, and there is considerable variation 
within each industry. For instance, in manufacturing, where the average cost 
is 3.5 percent of payroll, the variation by subindustries ranged from 8.8 percent 
of payroll for petroleum refining down to 2.8 percent for rubber and leather 
goods. It will, of course, be recognized that the degree of funding has an impor- 
tant effect on such current costs—the more such funding, the higher the employer 
cost now and the lower later. 

The employer OASI tax rate must be added to the above figures to obtain the 
total employer cost for retirement benefits. In 1954, this was 2 percent of coy- 
ered payroll (excluding earnings above $3,600 a year), which represents probably 
1:6 percent of total payroll. Adding this figure to the above costs of the supple- 
mentary plans indicates that in many industries the total cost of retirement 
benefits currently averages about 7% to 9 percent of payroll. 

The annual- reports and financial statements of certain companies give data 
indicating the cost of supplementary pension plans. The computed ratio to pay- 
rolls for the latest available data are as follows: Bethlehem Steel, 4.7 percent 
(1953) ; American Telephone & Telegraph Co., 6.5 percent (1952); General 
Electric Co., 5.5 percent (1951) ; and United States Steel Corp., 7.4 percent (1953). 
When the 2 percent OASI tax is added (equivalent to about 1.6 percent of total 
payroll), the resulting total cost of retirement protection of employees is in most 
cases currently in the vicinity of 7 to 9 percent of payroll. 

Still another factor in the direction of higher pension costs for nonrailroad 
employers as against railroad employers is in the increasing tax schedule under 
OASI. The railroads retirement tax rate is scheduled to be level hereafter. The 
following table shows the employer rate under the two systems, both as actually 
in the past and as scheduled in the future (the employee rate is the same as the 
employer rate) : 























| | | 
Calendar year Railroad | OASI ] Calendar year Railroad OASI 

retirement | retirement 

| 

| Percent Percent Percent | Percent 
ere oS oe 234 7 See 2 64) 1% 
MRS 2c ss5.3 6.2) 3 1 ONO 2.55.55 Sls 6% 2 
td si cpncnletitcs tin tndieaint 3% 1 NN, 2155 tine timothcaintnd 6% 24 
34] 1 1965-69_.....___- eae 6% 3 
1947-48___ : 534 He... 64 3% 
1949___ 6 1 1975 and after_.__.. | 6% 4 
1950-51 cals | 6 | 14] 

| | 








During 1951-54, the OASI rates were applicable to the first $3,600 of annual 
earnings, while the railroad retirement rates applied fo the first $300 per month. 
For 1955 and after, the OASI limit is raised to $4,200, and the railroad retirement 
limit is correspondingly $350 a month. 

In summary, therefore, it may be stated that there is a very considerable 
amount of retirement protection supplementary to that under the general OASI 
system. For most of the plans in the mass industries, these additional benefits 
arise without any contribution from the employees and for employees with 30 
years of service are roughly $55 to $70 a month for many plans (payable under 
the “additive” approach rather than the “offset” approach). Except for cases 
of permanent and total disability, the benefits are generally payable only to 
those who remain in service until retirement age. The employer in bearing the 
cost of these retirement benefits has a current total cost including OASI repre- 
senting roughly 7 to 9 percent of his total payroll. To the extent that the em- 
ployer is funding his past service credits or accrued liability, the cost of his 
private pension plan will be lower in the long run, but at the same time his 
OASI tax rate will be rising. 


CURRENT STATUS OF RAILROAD PENSION PROVISIONS 


When the railroad retirement system was established in the middle 1930’s, the 
benefits provided were on the whole relatively larger than those generally avail- 
able to workers in the mass industries, most of whom had only the promise of 
OASI benefits in the future. In fact, at the outset, the railroad retirement sys- 
tem, continuing the pension movement which had prevailed for Many years in 
the railroad industry, was truly among the leaders in providing retirement pro- 
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tection for wage earners, paying benefits averaging about $65 a month. Accord- 
ingly, a larger financial burden existed for railroad employers. 

Since 1935, the situation has changed materially. The railroad retirement 
system is providing retirement protection which is somewhat below the standards 
(including OASI) established by many leading industries, especially considering 
that the railroad retirement system is contributory, with the employees paying 
half the cost. Benefits under the railroad retirement system have not maintained 
their previous reiative adequacy (as related to wages), despite benefit increases 
arising from the higher general wage levels, despite the 20 percent benefit in- 
crease of the 1948 amendments and the 15-percent increase of the 1951 amend- 
ments (an aggregate increase of 38 percent), and despite the addition of wife’s 
benefits in certain cases (on the average representing an increase of about 15 
percent). As a result, the average retirement annuity currently is about $100 
a month, or only a 50-percent increase as compared with 1937, whereas during 
the same period wages and prices more than doubled. 

In many large companies the employer cost of retirement benefits including 
OASI is now running as high as from 7 to 9 percent of total payroll. The rail- 
roads now are paying 64 percent of covered payroll (up to $350 a month), which 
represents about 5.7 percent of total payroll. To this latter figure should be 
added the current $25 million annual cost of the railroads which have supple 
mentary pension plans (primarily to provide retirement benefits on earnings in 
excess of the maximum covered wage under both OASI and railroad retirement) ; 
this brings the total cost to railroads for retirement benefits up to 6.1 percent of 
total payroll. Thus, the railroad industry actually has a lower cost relative to 
payroll for retirement benefits for its employees than many other large industries, 
If retirement costs were related to the total cost of doing business (which does not 
seem to be the best measure), a different result might obtain, since in the railroad 
industry wages generally make up a greater proportion of the total cost than in 
other mass industries. 

As indicated above, railroad employees are now paying considerably less toward 
the retirement and survivor protection of their employees than employers in most 
of the mass industries. This is true despite the fact that the establishment of the 
railroad retirement system took off the shoulders of the railroad industry the very 
heavy cost for pensioners at the time the system began. For a few railroads, this 
cost was at that time higher than the employer constribution rate under the Rail- 
road Retirement Act. If these private pension plans had been continued, many 
railroad employers would probably now be paying out more than they actually 
are under the Railroad Retirement Act (because the employees are contributing 
half the cost). It should be recognized that a factor operating in the other direc- 
tion is that in the years prior to World War II railroad employers in the aggregate 
paid much more in pensigns relatively than did other employers. This might be 
considered to balance the fact that the reverse situation is currently the case. 

While benefits under the railroad retirement system have not kept pace with 
wages (and to some extent, with prices), plans established in other large industries 
subsequent to the railroad retirement system have, in many instances, provided 
greater retirement protection (see the table at p. 272), especially considering that 
under the supplementary plans the benefits are in most cases paid for wholly by 
the employer. This is even more pronounced when the effect of the increased 
OASI benefits under the 1954 amendments is considered. Accordingly, it seems 
evident that retirement protection for railroad workers, which 15 years ago was 
rather unique among the large industries, is no longer preeminent as to the provi- 
sion of relatively substantial benefits. 

Correspondingly, the financial burden relative to payroll for pensions is now 
lower for the railroad industry than for many other large industries, whereas the 
opposite situation was true 15 years ago. This is especially the case considering 
the rising trend of the OASIT contribution rates screduled in the future as against 
the level railroad retirement rate. 


CURRENT 





CONGRESSIONAL DEVELOPMENTS 


A very significant development has occurred in Congress in the form of a bill 
strongly sponsored by the railroad labor organizations. In fact, in an almost 
unprecedented move, more than 80 Members of the House of Representatives 
have introduced identical bills, an indication of the strong interest and support 
that this measure has. This legislation would increase railroad retirement bene- 
fits by 15 percent, across the board. At the same time, in order to meet the addi- 
tional cost, both the employer and the employee contribution rates would be raised 
by 1 percent—to 74 percent of covered payroll (up to $350 per month). Even 
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with this increase, railroad employers would be paying less toward the retire- 
ment and survivor protection of their employees than do most other employers in 
the mass industries. At the same time, although the benefit level would more 
closely correspond to that of workers in other large industries, the employee con- 
tributions would be considerably in excess of those payable by most workers. 

There is, however, a very interesting and important feature in this bill that 
not only affects what railroad workers, in effect, pay toward retirement and 
survivor benefits, but also has important implications on general tax policy. 
This involves what might be termed “political magic,” since despite the increase in 
the employees’ contribution rate, there generally will be lower overall costs 
involved for them. The bill provides that the employee contributions to the 
railroad retirement system would no longer be subject to income tax (as is also 
the case, under existing law, for the benefits). This lower cost would arise for 
most individuals who now have sufficient earnings to pay income tax. For 
example, consider a railroad worker earning $350 a month and thus paying 
railroad retirement contributions of $263 a year at present. The bill would 
increase these contributions by $42 a year. If the individual were single, his 
current income tax (using the standard deduction and the tax table) is $665, but 
under the bill it would be reduced to $595 (based on 9234 percent of $4,200, rather 
than on the full $4,200). Thus, his income tax is reduced by $70, and this more 
than offsets his increased railroad retirement contribution of $42. If this individ- 
ual were married, his income tax would be reduced by $63—again far more than 
his increase in contributions. 

The income tax is not always reduced more than the railroad retirement con- 
tribution is increased, notably in the case of lower-paid individuals with depend- 
ents. For instance, consider a $3,000-a-year individual. His railroad retirement 
contribution is increased $30, as against an income tax reduction of $45 if single 
or $43 if married and having no children, but as against no change in income tax 
liability if he is married and has three children (since he then has no income tax). 
Likewise, a married man with two children who earns less than $2,674 currently 
has no income tax to pay, so that the change to taxing gross pay less railroad 
retirement contributions does not help him, whereas he must pay 1 percent more 
railroad retirement contributions. 

The Secretary of the Treasury, in testifying against this income tax exclusion 
for employee contributions under the railroad retirement system, pointed out 
that if this same exclusion were made applicable to OASI contributions as well, 
the overall loss in revenue to the General Treasury would be about $650 million to 
$750 million annually. Legislative developments along these lines in the coming 
months should be watched quite carefully, not only for implications as to railroad 
retirement financing, but also as to general tax policy. 


Mr. Scnornr. Just to summarize the information contained in this 
article and what it shows, I direct particular attention to a tabular 
summary that is contained in the article in which a typical case is 
used for basis of comparison. 

It takes an individual] with 50 years of service, retiring at age 65, 
and with average compensation of $250 a month over that 30-year 
period. Such an individual under the Railroad Retirement Act as 
it stood at the time the article was written would be entitled to an 
annuity of $144. That amount is compared with the combined amount 
that would be produced by the social-security benefit and the supple- 
mental pension plan in effect in 25 other major industrial concerns. 

I may say parenthetically that 18 out of those 25 supplemental 
plans are supported entirely by employer contributions and the em- 
ployee makes no contribution. In other words, the combined benefit 
that the employee gets is contributed to only by his payment of the 
employee social-security tax in those 18 plans. 

The benefits, of course, vary in range somewhat, but I think you 
will find when you examine them that they are all in an area quite 
comparable to those provided under the railroad retirement system. 
Some are a little lower, some are a little better, and some range up 
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to as high as over $250 compared to $144 under the railroad retire- 
ment system. i 

Costwise, likewise, the article shows that the railroads are not only 
not paying an excessive cost at the present time, but would not be 
paying an excessive cost under the provisions of this bill as compared 
with other industries. 

The general indication is that the other employers having these 
supplemental plans are paying from 7 to 9 percent of their payroll for 
the purpose of retirement benefits when the social-security taxes and 
the supplemental contributions are combined, so I think you will find 
upon examination of the available information that the railroad 
industry is not being abused and that the railroad employees are not 
being provided any preferential treatment when it comes to retirement 
protection as compared with other major industries. 

I realize that not all other industries have supplemental plans. 
Many people are employed in jobs that are not in major industries, 
but I think it is fair in making comparisons to compare the railroads 
with other major industries and not with farmhands or people like 
that. 

I think that concludes my remarks, Mr. Chairman. This has ex- 
tended considerably beyond what I had intended, but I hope I may 
have been able to be of some assistance to the committee in its 
deliberations. 

Mr. Wotverron. Mr. Chairman 

Mr. Mack (presiding). Mr. Wolverton. 

Mr. Wotverton. May I ask a question in connection with the state- 
ment a witness has just made ? 

You have compared what railroads paid with 25 other major 
industries. How do the 25 major industries compare in number of 
employees with those on the railroads ? 

Mr, Scuoene. I have no particular notion of the aggregate employ- 
ment in these industries, but I would think that certainly the aggre- 
gate employment in these companies would exceed that of the railroad 
industry. 

Of course, no individual company would, but they are large com- 
panies. I mean, for example, the list starts out with the Aluminum 
Company of Amer ica, Amalgamated Clothing Workers, American 
Telephone & Telegraph Co., and it includes the major steel companies 
and the major automobile companies, which in the aggregate employ 
a great many people. 

Mr. Wotverton. Do you know whether it includes the United 
States Steel ? 

Mr. Scuoene. I think it does. Let me just see. 

Yes, it does include United States Steel Co. 

Mr. Wotverton. That is all. 

Mr. Mack. Do you have any questions? 

Thank you very much, Mr. Schoene. 

Mr. Scuorenr. I appreciate the opportunity to appear, Mr. 
Chairman. 

Mr. Loser. Mr. Chairman, there is lady here from Nashville, Tenn. 
She represents a group of retired railroad employees. She has pre- 
pared a rather short statement and would like to be afforded the 
opportunity to read it this afternoon. Otherwise she will have to 
remain over here until the first of the week. 
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She'is Mrs. Edythe Whitley. If there is no objection, I would 
be happy for you to hear her now. 

The CHatrman. The Chair states that your constituent is also 
very ably represented here in Washington, and the Chair will be 
very happy to comply with the request. 

I understand that she is here from Nashville and has to return 
tonight, and I think that that certainly would justify a slight devia- 
tion in our original schedule. We will be very happy to have your 
constituent appear. 

Mr. Loser. ‘Thank you, Mr. Chairman. 

Mr. Scuorenr. Mr. Chairman, in order that Mr. Oliver and I may 
make our plans, could we have some idea as to how late the committee 
plans to sit, or whether Mr. Oliver can be expected to go on after 
the next witness testifies ? 

Mr. Mack. I was of the impression that the Chair had already 
stated that Mr. Oliver would be the first witness to be called when 
the committee convenes on next Tuesday, and that he will not be 
called this evening. 

This is our last witness for tonight. 
Mr. ScHoene. Thank you very much. 
Mr. Mack. Mrs. Whitley, we are happy to have you here. 


STATEMENT OF MRS. EDYTHE WHITLEY, NASHVILLE, TENN. 


Mrs. Wurttey. I don’t think it will take me but a very few min- 
utes. I am not going to really read all that I have since time is 
important. 

Mr. Mack. Thank you. 

Mrs. Wuittey. The Tennessee railroad pensioners extend our grati- 
tude for the past courtesies from this committee, and I certainly wish 
to express my appreciation for your indulgence. 

At this time I wish to request relief for those who are in the great- 
est need. After a most careful study of the numerous bills before 
you, we believe H. R. 4353 and H. R. 4926 come nearer being the 
solution than any of the bills thus far introduced in this Congress. 
We therefore endorse these bills. 

During the past 8 years, various increases have been granted the 
annuitants, the spouse clause added, along with other provisions. 
Now, we come asking relief for those who need it most, especially the 
widows and the lower bracket annuitants, who so desperately need it. 

Let me impress upon you that few of these people, the widows and 
lower-bracket annuitants, have income to subsidize their pensions; 
many have no one with whom to live, as a member of the family. 

I am not greatly concerned about the annuitants who receive $100 
or more—thanks to the spouse clause—together they have $150 or more 
per month. It is not a lavish sum, but at least sufficient to get by. 

What of the poor widow trying to make ends meet on less than $60 
permonth? What of the annuitant whose combined annuity with his 
spouse receives less than $100 per month ? 

The average person spends from $1.50 to $4 per day for food alone. 
Most of the widows must live on $1 per day, for food alone. By the 
time room rent is paid, the majority of them do not have $1 per day 
for food. If they board, in our area the minimum is about $35 per 
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month. The average room and board in our area which is a low cost 
area, being in the south, runs from $50 to $75 per month. 

Your attention is called to these facts because a large number of the 
widows receive less than $50 per month. A considerable number re- 
ceive less than $40 per month. How are they long to survive under 
these circumstances? ‘There is nothing for doctor’s bills, drugs, cloth- 
ing, and other necessary living expenses. 

‘We do not come before you Jearned and e xperienced gentlemen to tell 
you what to do. We believe you are fully capable, far more so than 
we, to solve the problem before you. It is our wish only to aid you 
by placing before you certain facts. The solution is yours. We be- 
lieve you will find a way not only to give the urgent relief needed, and, 
at the same time, provide the means. 

I shall not attempt to comment on the bill before you to exempt from 
income tax the tax paid by the worker which supports the railroad 
retirement fund, other than to say, that we realize it as a fact that. all 
moneys must be taxed somewhere to produce revenue to operate our 
great Government. We do not believe you will shift the income tax 
from the worker to the annuitant who at present is exempt. The 
worker must remember every cent invested in the railroad retirement 
fund is a saving and protection for himself and his family when he 
is no longer workable. The annuitant has no desire to place a hard- 
ship upon the worker, but, at the same time, the worker cannot under- 
stand the position of the annuitant until he himself is placed in that 
position. 

The increase granted by the last Congress gave relief to many, yet 
there were those who received nothing under that provision, especially 
did it omit many widows. 

Why should any group be left out? Why should a widow be pe- 
nalized by the dual benefit clause? When I say dual benefit, I am di- 
verting just a second to say that there are several different things that 
could be called dual benefit in figuring and working out the pension 
plan. 

Why should a disabled railroad veteran be penalized if he is able to 
do some light job now and then and subsidize his annuity ? 

These three groups eligible under the Railroad Retirement Act are 
the ones I especially ask relief for at this time. 

Take for example the case of Mrs. Annie Edmison, of Nashville. 
Her husband gave about 18 years to railroad service, all except the 
last 5 running concurrently. After about 12 years or more he was cut 
off the railroad due to the depression; therefore, forced to engage in 
work elsewhere not covered by the Railroad Retirement Act. 

He worked for the Postal Telegraph Co. until he was 65 years of 

age, at which time he was retired. 

Then World War II came along; he was recalled to railroad serv- 
ice—after age 65. He returned to railroad service for about 5 years 
until he was not physically able to work. Soon thereafter he passed 
away. 

His widow was notified by the Social Security that she would re- 
ceive nothing from them, but that her pension would come from the 
Railroad Retirement Board. Had she not been subjected to the “dual 
benefit” clause and the “10 year service” clause, she would have re- 
ceived about $39 from the Social Security, and about $50 from the Rail- 
road Retirement Fund. She was penalized; she was granted nothing 
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from the Social Security, thus receiving only $50 from the Railroad 
Retirement. 


Have you tried to support yourself in this modern day, with prices 
as they are, on $50 per month ? 

Now, had it not been for the “dual benefit” clause, and the “10 year 
service” clause, this lady would be receiving about $89 per month— 
$39 from the Social Security and $50 from the Railroad Retirement—a 
total of about $89 per month, which would make a great difference in 
her living conditions. 

Briefly let me take the cases of several widows in Nashville: 

Mrs. Rose Steed, pension $56.10 per month, conductor’s widow, Ten- 
nessee Central Railway. 

Mrs. Lula Argo, pension $63.90 per month, conductor’s widow, Ten- 
nessee Central Railway. 

Mrs. Christine Jacobs, pension $59.00 per month, conductor’s widow, 
Tennessee Central Raiiway. 

Mrs. Irene Kilgore, pension $61.20 per month, conductor’s widow, 
Nashville, Chattanooga & St. Louis Railway. 

Mrs. Esther Smithson, pension $45.25 per month, conductor’s widow, 
Nashville, Chattanooga & St. Louis Railway. 

Mrs. Mallie V. Goodman, pension $60.82 per month, conductor’s 
widow, Nashville, Chattanooga & St. Louis Railway. 

Mrs. Susie Smitha, pension $64.80 per month, conductor’s widow, 
Nashville, Chattanooga & St. Louis Railway. 

Mrs. Nellie E. Newman, pension $46.29 per month, conductor’s 
widow, Louisville and Nashville Railroad. 

Mrs. Eleanora Harrison, pension $58.60 per month, conductor’s 
widow, Louisville and Nashville Railroad. 

Mrs. Nelly Y. Kidd, pension $59.40 per month, conductor’s widow, 
Louisville and Nashville Railroad. 

Mrs. Sarah Jordon, pension $52.09 per mouth, engineer’s widow, 
Louisville and Nashville Railroad. 

Mrs. Kizzie Collins, pension $59.70 per month, clerk’s widow, Ameri- 
can Railway Express. 

Mrs. Annie B. Gay, pension $55.21 per month, foreman’s widow, 
wreck crew. 

Mrs. Rossie T. Rash, pension $61.84 per month, car inspector’s 
widow. 

Mrs. Willie W. Foreman, pension $56.58 per month, foreman, hostler 
crew. 

Mrs. Ollie M. Kimbro, pension $53.40 per month, widow of special 
officer, Tennessee Central. 

I could go on and on and name them one by one, but these are 
sufficient. 

What kind of a living can these good women have on such meager 
monthly incomes? Their husbands were in the good bracket posi- 
tions. What of the lower wage earners ? 

Let me take the case of Mr. Roy Capps, of Nashville, a heart dis- 
ability annuitant. He comes under the $100 a month clause. 

Recently he phoned me about serving on the grand jury. He wanted 
to know what it would do to his pension or annuity. Had he taken the 
work, which would have lasted from 4 to possibly 6 weeks, he would 
have received a few dollars over $100 per month, thus subject to the 


90453—57——-17 


u 
af 
i 
f 
| 
au 
' 





952 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


$100 clause, having his annuity canceled the next month. This was 
easy work he could have done. Quite possibly it would have been all 
the extra money he would or could have earned during the entire year, 
thus coming well within the $1,200 annual income clause of the Rail: 
road Retirement Act. 

When we figured it out, rather than be faced with a great deal of 
redtape, explanations, forfeiting his railroad annuity for a couple of 
months, he ee ‘lined the work. 

That was something, 1 in his physical condition, he could have done, 
which would have given considerable relief to his financial condition. 

In order to protect his railroad retirement he lost possibly a couple 
of hundred dollars, which he desperately needed. 

We do not expect the impossible, gentlemen. 

In conclusion, let me sum up the points which seem of greatest 
nec essity : : 

Eliminate the dual benefit clause. 
Increase the widow’s annuity, as much as you possibly can. 
. Eliminate the $100 clause during disability. 

. Provide the 5 percent across the board asked in 1956 when only 
10 percent was granted, and include those who did not come within 
that provision; while at the same time hold the present maximum. 

There is one other thought which I wish to leave with you, these 
low bracket pensioners and annuitants are not provided for under 
the welfare plans of our States, because they have railroad retirement. 
They are not provided for in local United Giver’s Fund—who then 
are they to turn to when an emergency arises ¢ 

We sincerely believe that all organized labor groups interested in 

railroad problems, as well as the railroad industry, could not in their 
hearts oppose these requests, but give all possible aid to work them 
out. 

This is a humane problem which mankind must recognize. 

We thank you. 

Mr. Mack. Thank you, Mrs. Whitley. 

I want to ask our distinguished friend here, Mr. Loser, since you 
are testifying in behalf of his bill, whether or not he would like to ask 
some further questions. 

Mr. Loser. I would only say this to the committee: Mrs. Whitley 
performs a great service for this group in our district. She per- 
forms it gratuitously. She is not paid by anyone and she is up here 
at her own expense. She isa very fine citizen in our town and I deeply 
appreciate her coming up here and giving the committee the benefit 
of her suggestions. 

Thank you so much, Mrs. Whitley. 

Mrs. Wuittey. Thank you, Mr. Loser, I appreciate that. 

Mr. Wotverton. If I remember correctly, I think the lady has 
been here before. 

Mrs. Wurttey. That is right; I remember you quite well. 

Mr. Wotverton. We are always pleased to have you present be- 
cause, as Mr. Loser has already said, we realize that you are deeply 
interested in the welfare of the railroad workers and their survivors. 

Mrs. Wurttry. That is right. 

Mr. Worverton. The information you have brought to us today is 
of a very practical sort, the kind which is very helpful to us in deter 
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mining the kind of relief or amendments that should be made. We 
feel indebted to you for having come. 

Mrs. Wuititey. Thank you. 

Mr. Mack. Are there any further questions ? 

I would just like to say that the legislation under consideration here 
would correct some of the inequities that you have called to our at- 


tention, such as the $100-a-month limitation where it would be the 
$1,200 limitation. 


Mrs. Wuittey. I have studied the bills; yes. 

Mr. Mack. Also I just wanted to inquire about the membership in 
your organization. I think that question was raised at one time the 
other time you appeared before the committee. 

Mrs. Wuirtey. That is right. I have at the present time about 225 
paid-up members in the local gr oup, and that number consists of 
annuitants, pensioners, widows, wives, or persons eligible who may 
soon be eligible for retirement. They are still working now, but 
probably within the next year or so sony will be ready for “retirement. 

We do not have any connection with any railroad or any other group. 
It is completely an independent group of people trying to work, study, 
and understand what they are entitled to and to help e: ach other. That 
is the group. 

Mr. Mack. Mrs. Whitley, I want to commend you on your fine state- 
ment today and tell you again that we have enjoyed having you here 
to testify before our committee and that we are certainly especially 
proud of having such an able representative from Nashville on this 
committee. 

Mrs. Wuittey. Thank you. I want to say this: We are very proud 
of Mr. Loser coming to take Mr. Priest’s place. We would not say that 
he is going to be another Mr. Priest. I do not know whether he could 
ever be that in our hearts or not, but we think he is going to be next to 
Mr. Priest. 

Mr. Loser. Thank you. 

Mr. Mack. Certainly you have found a very fine replacement. 

Mrs. Wuittrey. Thank you. I appreciate your kindness. 

Mr. Mack. The committee will continue its hearings on railroad 
retirement legislation on next Tuesday, and the committee will now 
stand adjourned subject to the call of the Chair. 

(Therefore, at 4:51 p. m., the committee recessed, to reconvene at 
10 a. m., Tuesday, March 19, 1957.) 
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TUESDAY, MARCH 19, 1957 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 
The committee met, pursuant to adjournment, in room 1334, New 
House Office Building, Hon. Peter F. Mack, Jr., ‘presiding. 
Mr. Mack. The committee will come to or der. 
We will continue our hearings this morning on the Railroad Re- 
tirement Act and the Railroad U nemployment Insurance Act. 
Our first witness this morning will be Mr. E. L. Oliver, economic 
adviser, Railway Labor Executives Association, and the Brotherhood 
of Locomotive Engineers. 


Mr. Oliver. 


STATEMENT OF E. L. OLIVER, ECONOMIC ADVISER, RAILWAY 
LABOR EXECUTIVES’ ASSOCIATION AND THE BROTHERHOOD OF 
LOCOMOTIVE ENGINEERS, WASHINGTON, D. C. 


Mr. Ottver. Mr. Chairman and gentlemen of the committee: My 
name is KE. L. Oliver. I am a labor economist associated with Mr. O 
David Zimring in the labor bureau of Middle West, with offices here 
and in Chicago. I appear here as economic adviser to the Railway 
Labor Executives Association and the Brotherhood of Locomotive 
Engineers. I have served in that capacity over a span of approxi- 
mately 36 years, with one or another or all of the railway labor organ- 
izations, appearing before this committee. My first association with 
them was in the year 1921. 

I have been asked to express to the committee the regrets of Mr. 
Schoene. He concluded his statement and I believe the questions of 
many had been concluded in his appearance here last week. He had, 
however, expected to be here this morning, but was called unexpectedly 
to Chicago. 

I have prepared a written statement with a series of tables appended 
to that statement, and while I wish to follow that this morning, there 
are many particulars which I will depart from this statement more 
fully to explain the statistical data that have been appended to it. 

At the request of the Railway Labor Association and of its indi- 
vidual members, I have several times in recent years made studies 
of the unemployment problems of American railwayworkers. These 
studies have varied from analyses of particular situations on indi- 
vidual railroads to the broad general trends in the employment and 
displacement of employees of all carriers. 
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DECLINE IN TOTAL RAILWAY EMPLOYMENT 


Total employment on American railways has dropped very sharply 
in the postwar years. Even during the second World War, railroad 
employment never reached the lev els of the first World War, nor of 
the predepression years. The railways employed, on the average, over 
two million workers in 1920; employment had fallen to 1,660,000 in 
1929. At the bottom of the depression, in 1953, there were fewer than 
a million employees in the industry. 

Employment increased during the war to its high point of just 
over 1,400,000 in 1945. Since then, with two exe eptions, each year has 
been a decline; employment in 1956 averaged just over 1 million, 
and in January of 1957 has fallen to the depression level of 996 000. 

Since this was written, the figures for February have become avail- 
able and they show a further drop of approximately 10,000 in the 
number of railway labor employed. 

These are average figures, based on the number of employees at the 
middle of each month, and understate considerably the total number 
of individual workers employed in the industry in any one year. Only 
these mid-month averages are available, back to 1920. For the post- 
war years, figures compiled by the Railroad Retirement Board give 
a much more “nearly complete record down to 1955. In the year 1945, 
there were over 3 million employees 1 in service on the railways, for 
a longer or shorter period. In 1955, the railways employed just under 
1, 700,000 workers. 

These employment figures are complicated by the fact that railway 
employees were called on to work a great deal of overtime during the 
war; the man-hours worked in 1956 were 35 percent fewer than in 


1944, Total railway employment has thus declined about 40 percent 
since 1945, and average employment about 30 percent. 


RAILWAY TRAFFIC AND EMPLOYMENT 


This long-run decline in railway employment has not been caused 
by declining railway traffic. On the contrary, total railway traffic 
in 1956 was 40 percent above 1920—while employment was 50 percent 
below 1920. Traffic in 1956 was 40 percent above 1929, but employ- 
ment was down by 40 percent. 

Those figures you will find on page A-1 of the statistical material 
attached to » the statement. 

You will see there the overall decline in employment in the left-hand 
column under the heading of “Employees (Middle-of-Month Count) .” 

You will see in the center column under the heading “Revenue 
Traffic Units”—the measure of value of ies traffic. The traffic 
unit, as you no doubt know, is 1-ton-mile, or the equivalent of 2-ton- 
miles, the passenger-mile. 

The employees per million traffic units are shown in the right-hand 
column. Those are derived from the two other columns. 

In discussing railway employment changes, it is necessary to con- 
sider at the same time traffic levels, because railroad employment, 

naturally, does fluctuate in spite of this long-time downward trend, 
does fluctuate with downward changes from one year to the next. 

For a measure then to the actual downward trend it is necessary 
to find years of relatively the same traffic level. For that purpose it 
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seemed advisable to consider, by comparison, the years 1948, 1951, 
and 1956. 

You will see that the revenue-traflic units for those 3 years were 
very nearly identical. They fluctuated only about 2 percent, around 
710 billion traffic units. In 1948, with that traffic level, there were 
1,326,000 railway employees. In 1951, there were 1,275,000, and in 
1956, 1,042,000. 

If you will look at the figures for the years 1949 and 1954, you will 
see there, traffic was low and again very nearly the same for those 2 
years, with traffic almost the same—just slightly up—the number of 
employe es of the railways dropped from 1,192,000 to 1,064,000. 

These figures have to be considered in the light of the fact that the 
average workweek for the railway workers for 80 percent of the 
railways has declined over that period from 48 to 40 hours. 

I should say the basic workweek shows that even though the number 
of hours per employee has dropped by 8 per week, the number of em- 
ployees has still declined over 20 percent, with traffic at almost exactly 
the same level, that is, 1948. 

The output per employee, man-hour, then, has increased from 1948 
by 40 percent. That is to say, there is "40 percent more railway traffic 
produced per man-hour in 1956 than there was in 1948. 

While this total employment was declining, there had been fluctua- 
tions in the number of persons drawing unemployment compensation. 
The figures for that are shown in table A-2. 

The table there shows the total qualified employees; the total num- 
ber of beneficiaries. You will see again, taking those 3 years together, 
which I draw your attention to, that in the benefits years 1947-48, 
there were 2,270,000 qualified employees which had dropped to 1,481,- 
000 in the latest benefit year. And, the number of beneficiaries has 
also declined, but the percent of beneficiaries to qualified employees is 
slightly higher in the latter year than it was in either of the 2 earlier 
years. 

The unemployment of these workers has lengthened in time. There 
is more unemployment per unemployed man today than there was in 
the earlier years, and you will see on page A—4 that the average days 
of unemployment increasing over these particular years have been 
accompanied by increases in the proportion of benefits or of accounts 
exhausted by the beneficiaries. 

The average days of unemployment in 1947-48 were 74. They 
were the same in 1950 and 1951, but they had risen to 90 in 1955 and 
1956. 

The accounts exhausted in 1955-56 were somewhat lower than 
in 1947-48, but the number of beneficiaries have climbed by almost 
one-third. 

So that the accounts exhausted per 1,000 beneficiaries had risen very 
shi arply over that per lod. 

Reduced employment on the railways then has been accompanied 
by a great increase in output per employee of per man- hour. 

The drop in railway employmer it between 1948 and 1956 is thus 
due to technological factors and may be properly called technological 
unemployment. This is not the tot al, of course, of railway unemploy- 
ment. There are still very severe seasonal problems, and while the 
general subject of this statement is the technological unemployment, 
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I should like to call attention to some of the characteristics of this 
seasonal unemployment. 

It is a fact that the irregularity of railway employment has risen 
with the general decline in overall unemployment. The Railroad Re- 
tirement Board published figures showing the amount of unemploy- 
ment on a monthly basis. It is instructive, I think, to look at the 
total for the skilled group of the shop crafts for the years 1953 and 
1955. 

In 1953, 83 percent of the shop craftsmen worked in each of the 
12 months. The others worked something less than 12 months of the 
calendar year. 

In 1955, according to figures which have just become available only 
77.5 percent of these shopmen worked in each of the 12 months of the 
year. 

Now, that figure for skilled workers is paralleled very closely by the 
data for their helpers—57.5 percent of the helpers worked in each of 
the 12 months in 1953 and only 52.5 percent worked in each of the 12 
months in 1955. 

So as I say, I want to discuss the problem of technological unem- 
ployment primarily in this statement. , I think it is necessary to keep 
in mind that these railway employees also suffer from seasonal unem- 
ployment which seems to be definitely on the increase. 

The technological unemployment to which I have referred is distin- 
guished from this seasonal and irregular unemployment arising from 
changes in the volume of business or in the personnel policies of the 
carriers. 

Technological change reduces the number of employees required in 
any industry or any given volume of production. 

The employee who is furloughed because of seasonal] fluctuations 
pan expect to be returned to his job after a brief period of unemploy- 
ment. The employee displaced for technological changes can be re- 
turned only if the total volume of business increases substantially or 
if the resignations, retirements or deaths of other employees create 
enough vacancies to counterbalance the technological reductions. 

One other important feature of technological displacement in espe- 
cially the railroad industry is that it often results from drastic changes 
at particular points or in particular processes, rather than being at 
an even general figure, such as comes from seasonal changes. ‘The 
technological change may displace almost all of the workers in one oc- 
cupation or at one point, while only slightly affecting those in other 
occupations or at other points. 

In seasonal changes, in the railway industry, the seniority rules and 
practices result in concentration unemployment on the newer employ- 
ees; but the drastic reductions brought about by technological change 
reach high up into the service and age levels of the particular groups 
most drastically affected. 

Technological change of this kind is particularly serious in the rail- 
way industry. A very large proportion of railway workers have de- 
veloped skills that are almost valueless in any other industry ; displace- 
ment from the railways may require a highly skilled worker to start 
at the bottom in some other occupation or industry. Add to this the 
fact that a large proportion of these railway men are employed at rail- 
way points where virtually no other industry exists, and the problem 
becomes doubly acute. Skilled railway workers of long service and 
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no longer young may be forced to leave towns where they have bought 
homes and sunk deep roots, to seek employment at minimum wages 
in new locations. 

This is much less true in other industries where typical industries 
are located in or near industrial centers, where other industries or other 
establishments perhaps in the same > industry may be expanding as one 
contracts; where there is a variety of industries and the skills of the 
factory worker are easily adaptabl e to other factories in the same area. 

The expansion is characteristic of American industry. So that one 
industry either shrinks or through technological changes diminishes its 
work staff, others are exp: inding i in the same area, and are able to use 
those skilled workers. 

Neither of those is true typically of the railway industry. 

Employees in the upper brackets of both age and service have been 
especially hard hit by the technological changes in the railway indus- 
try in recent years. If you will look at table A- —5, you will see a meas- 
ure of the extent to which these circumstances have been especially 
hard on older employees. The table on that page shows the duration 
of unemployment by age groups. 

[ have chosen the 3 years I referred to earlier as having virtually 
equal traiffic levels so that there would be no complication from the 
standpoint of volume of traffic. 

You will see, for example, under the heading of “Days of unemploy- 
ment” 1947-48, that employees under 20 averaged 67 days of unem- 
ployment. That is to say those who were under 20 years of age. 
And if you will run down that column you will see the age 40-44, 
who were unemployed an average of 75 days, and all of the age 

group above that were more than 75 Snips of unemployment for those 
who were unemployed. 

At the bottom of that column you will see the total figure of 75, the 
average for the whole group, and you will notice those upper-age 
brackets all had more unemployment than the average. 

The second column, 1950-51—the same fact appears. The average 
is 73 days. Every group of 45 years or older had more than 73 days 
of unemployment. ‘Those were the ones who were unemployed. 

In 1955-56 two very significant changes. You will see the average 
unemployed, of the men unemployed has increased from 73 days to 
90 days. 

But if you will look at the individual group you will see that that 
increase of 15 days was greater than for many of the younger em- 
ployees. The older employees again had more unemployment than 
the average, and the change from 1947-48 to 1955-56 is greater among 
the older employees than among the younger employees. 

That means they are not only unemp! loyed, left out of work longer, 
but that the difference between them and the younger employees is 
widening in the latter years over the earlier years; that these workers 
are not just a few, but a very substantial part of the railroad indus- 
try, is shown by the figures on page A-6. You will see there that 
of the employed in the railroad industry in the last benefit year, 
the cumulative percentage distribution on the right side of the table 
shows that 38.9 percent of those who drew unemployment benefits 
in the last year were in the age brackets of 45 years and above. 

So that we have a very large number of employees unemployed a 
longer period of time; longer ‘than the younger employees, and their 
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unemployment period increasing more rapidly than the unemploy- 
ment period of the younger employees. 

The high average days of unemployment for these older employees 
results, of course, from a blend of longer and shorter periods. Even 
among senior workers, many were out of work for shorter periods, 
having been furloughed for various temporary causes. But a large 
and increasing percentage of these older workers were permanently 
displaced. One measure of that displacement is in the number who 
were out of work long enough to use up all of the unemployment bene- 
fits to which they were entitled. 

On page A-7, you will see a comparison of this matter of benefit 
exhaustions, in terms of age distributions. 

Here again the age distribution is shown on the left side. The num- 
ber of benefit exhaustions in each of the 3 ) years, the three benefit 
years are shown, and then the percentage of exhaustions to bene- 
ficiaries. 

The percentage in the three right-hand columns—if you will, I 
would like to run down that—you will see that those who exhausted 
the benefits in the younger age groups, in 1947-48 were in every in- 
stance smaller than the percentage of exhausted benefits in the upper 
age groups. That was true in 1950-51. But the situation of each of 
those years had been aggravated by developments in 1955 and 1956. 

There is not only the greater proportion of older employees who 
completely exh: austed their unemployment benefits but that percentage 
is rising, rising more rapidly than the percentage of younger men 
exhausting their benefits. 

In making this analysis, as I arrived at this point it naturally 
occurred to me to see that proportion of the employees of the upper- 
age brackets were also long-service men. It would not be impossible, 
theoretically, at least, that the men of the upper-age brackets really 
had shorter service, and for that reason more unemployment. 

If you will look at page A-9, you will see a distribution of the rail- 
road employees in the year 1954, which is the latest for which these 
figures were available—according to their period of service in the 
industry. 

In 1954, there were 1,682,000 employees in the railroad service. 
You will see these are distributed according to their age in the left- 
hand column. There were in age groups from 45 and up, 801,000 
employees in that year. Of those, 671,000 had more than 10 years of 
service in the industry. 

There were 772,000 over 40 years of age with more than 10 years 
of service in the industry. 

I would invite your attention to the figures on the right-hand side 
of the page under the column “E mployees with less than 10 years of 
service.” You will see there the heading “New entrants in 1954.” 

The railways hired that year 87,700 workers without previous rail- 
road service. Of those you will see 60,000, 70 percent, were under 30 
years of age. Another 9,400 were under 35 years of age. So that 
70,000, or 81 percent, of the total of new entrants were under 55 
years of age. 

I have other information on these new entrants but I wish to call 
that particular point to the attention of the committee members here 
to show that the older employees are also the long service employees 
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and, on the other hand, the new employees are very young employees, 
by comparison with the average for the industry. 

Mr. Drncety. Mr. Chairman, may I ask a question at this point? 

Mr. Mack. Mr. Dingell. 

Mr. Dincetx. Will you tell us, sir, if you can, what change would 
have taken place in this table since 1954 when it was compiled ? 

Mr. Oxtver. Well, from other figures that are available it would 
seem to me that the number of employees i in the older service brackets 
would have increased considerably; but the number of younger men 
would not have diminished. 

Mr. Drncett. In other words, those are relative figures. 

Mr. Ottver. Yes, relative figures. I do not believe that the situa- 
tion overall would have changed very greatly. 

Mr. Dixcete. What would be the situation with respect to those 2 
new hirings? 

Mr. Ottver. Probably the same situation. The same proportion 
would be in the very young age groups. 

I have some additional figures on that, Mr. Dingell, which I want 
to put before the committee in the next few minutes, and perhaps they 
will answer the questions you have in mind. 

Mr. Drncetu. I just wanted to know whether the same situation still 
exists and if the table is reliable. 

Mr. Outver. I think that is very accurate. 

Mr. Dinceixi. Thank you very much. 

Mr. Ouviver. Of the railway workers separated, not employed, in 
1955, those still living and not retired, 11,000 had more than 10 years 
of service and another 26,000 had more than 5 years of service. 20,000 
of this 37,000 were more than 40 years old, and 16,000 were more than 
45 vears old. 

Taken together, these une mployment figures establish a very grave 
problem of the displaced older railway worker in the industry for 
which the current unemployment compensation provisions is clearly 
inadequate. 

The problem has been aggravated greatly by the employment poli- 
cies of the railroads; part of the remedy lies within the control of the 
‘arriers themselves. 


POSSIBILITY OF IMPROVED PLACEMENT 





The net reduction in total railway employment, from year to year, 
is made up of a great many separations, due to force reductions, resig- 
nations, deaths, and retirements, which are counterbalanced in large 
part by new hirings. 

If you will look at Table A-3 you will see that comparison in some 
detail. These figures were obepilad by the Railroad Retirement 
Board. They are perhaps a little confusing—at any rate they were 
to me at first. 

The « olumn headed “Employees in service during year” covers every 
employee who drew pay in accordance with their definition here. 

The “employees separated during year” means those who were em- 
ployed in the calendar year shown but were not employed at all in the 
following year. 
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The “employees in active service at end of year” is the figure which 
ties in with the others in this fashion. Perhaps it would be better to 
explain the others to you first. 

The “new entrants” figures are the men and women hired in any 

one year who had no previous railroad employment. 

The “re-entrants” are those who have had experience in some previ- 
ous years. 

If you will take, for example, the employees in active service at the 
end of 1938, 1, 359,000, add the 236,000 new entrants in 1939 and 
71,000 of re-entrants in rg year you will have a total of 1,665,000 
who were employed in 1939. ‘That is the relationship of these several 
columns. 

To bring that problem down to the more recent period, if you will 
look at the new entrants heading, you will see that in every year shown 
in the table from 1938 on, the railways have hired over 150,000 new 
inexperienced men, excepting in one year, 1954. You will see at the 
same time that the employees on the rolls in the previous years were 
out of work and were not reemployed in numbers reaching up as high 
as a million, but I believe in no year under 250,000. 

In the 1955 figures, there is an estimate made by the Railroad Re- 
tirement Board statisticians. It is their estimate that of the employees 
in railway service in 1955, 250,000 will not have been in railway service 
in 1956. 

Now, that figure of employees separated includes retirements and 
deaths. 

I have later figures which separate the amount in order to refine 
at least that part of the total separations, but the significant and very 
striking thing is that with these large numbers of railw ay workers 
out of work, ‘experienced men out of | work, there are still 150,000 to 
250,000 inexperienced people being hired by the railroads, and that 
last year 158,000 inexperienced men being hired with the very great 
number of experienced railway workers being unemployed at that 
time. 

Mr. Youncer. Mr. Chairman, may I ask a question ? 

Mr. Mack. Mr. Younger. 

Mr. Youncer. Mr. Oliver, you refer all of the time to them as “men.” 
Does this include both men and women ? 

Mr. Ottver. I did say “women” once, but I should say railroad 
“employees” rather than railway “men.” 

The placement service of the Railroad Retirement Board has made 
every effort to induce the carriers to fill vacancies from the list of 
unemployed workers available. Railway skills are transferable from 
one carrier to another; transportation of workers from one to another 
location involves little or no real out-of-pocket expense. Utilization 
of experienced workers should save almost all the cost of breaking in 
and training new employees. In spite of these considerations, and 
the efforts of the Railroad Retirement Board, little progress had been 
made in placing experienced railway workers until within the last 
year. 

At the request of the Railway Labor Executives Association, I have 
made two separate studies of the displacement of experienced railway 
workers—one made in 1955, and the other just concluded. 
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The 1955 study, necessarily because of the lack of up-to-date data, 
had to deal with the situation beginning in 1953. The study just 
concluded deals with the 1955 situation. 

Adding the 1953 and the 1955 data together will, I think, give a 
fair idea of what is the trend or the development in this part of the 
railway labor problem. 

If you will turn to page A-11, you will see a statement of the num- 
ber of railway workers who were separated in 1952. It is necessary 
to start with 1952 separations because these are the men who were not 
used in 1953. 

The Board does not have available or does not publish the employees 
for other than class I railways by occupations, but if you will look 
under the heading “Employees Separated During Year,” under class I 
line-haul railroads, there is a total of 300,000 separated. Below that 
are their occupations. 

You will see that even in some of the high-skilled or senior occupa- 
tions, there are substantial numbers who were let out in 1952 and not 
used in 1953. 

The table is offered here for the purpose of showing that I made 
the investigation to see whether or not these unemployed workers were 
actually, all of the occupations or were perhaps concentrated in groups 
not used in 1953. 

With this total of 300,000 separated during the year, I then looked 
at the occupations of those who were hired in 1953. You will see those 
figures on page A-12 under “Number of new entrants in 1953.” 

Bearing in mind that these were men and women without previous 
railway experience, you will see there were just under 3,000 station 
agents hired while there had been 5,000 experienced railway workers 
let out in the previous years. 

If you will look at the group of firemen, brakemen, switchmen, and 
hostlers, you will see there 12,594 inexperienced men hired in 1953 
while there were 28,000 that had been let out in the previous year and 
they were not used at all. 

Mr. Youncer. Mr. Chairman, may I ask a question there? 

Mr. Mack. Mr. Younger. 

Mr. Youncer. Were these separations all at the instigation of the 
carrier or were some of them at the instance of the employees them- 
selves who resigned ? 

Mr. Oniver. There were, without doubt, a number of voluntary 
quits. However, that was a subject which I looked into next. The test 
of whether or not these men were really available is whether they are 
drawing unemployment benefits. If they are drawing unemploy- 
ment benefits and are available for employment and then if they did 
not take jobs offered them, of course they would be taken from the 
rolls. 

In 19538, if you will look at page A-13, you will see the unemploy- 
ment shown first in terms of the age and the years of service. These 
were the men who were separated in 1952 but who were not used in 
1953 and who were alive and not rehired. 

This does not yet take out the voluntary quits. Those figures are 
not available, but they do separate out the men who—the retired men 
and women—who had retired or died. You will see that of the total, 
827,500, compared with 367,000 on page A-11, you will see it is clear 
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that 40,000 of the employees had either retired or died, but 327,000 
were still alive and not retired. 

Now, of those the great bulk had fewer than 5 years of service and 
you will see they were not in the younger age groups. 

But looking at the left hand column now, those with 5 years of 
service or more total 37,800 and across the page is shown the age 
brackets. 

There were 20,400 men with more than 5 years of service and over 
40 years of age who were not employed in 1953, while those 208,000 
new employees were being hired—inexperienced employees. 

Now, the question as to whether or not these were actually available 
is shown by the amount of unemployment on page A-14. You will 
see that the men in these upper age brackets were unemployed, many 
of them long periods of time. 

I should explain first that what this is, where they speak of it as a 
10 percent ss wre instead of there being 26,200 there are 262,000 bene- 
ficiaries in that year, 1953 or 1954. 

Of that siasher: 129,000 were over 40 years of age, and if your eyes 
will run across the page, you will see the numbers unemployed for 
longer periods. 

Of those who were 45 years or older, there were 42,000 who had had 
more than 16 weeks of unemployment in 1953 and 1954. 

So far as the age groups are concerned, it is clear they were not only 
alive, but they were available. They were drawing unemployment 
benefits, while the new entrants were being hired. 

The next problem was whether or not these unemployed workers 
were available for various occupations, and whether the upper-age 
people also were drawn from these various occupations. 

You will see the figures on that question on page A-15. These are 
the persons in the years 1953 or 1954, by age and by occupation. 

You will see in the group from 45 years and over people in every 
occupation ; substantial numbers in every occupation. For example, 
in that group of firemen, brakemen, switchmen and hostlers to which 
I have referred, there were just under 8,000 over 45 years of age 
among these beneficiaries. 

In 1953-54, there were 14,000 skilled shop workers over 45 years of 
age. There were 11,000 of their helpers and apprentices. 

There were 2,000 skilled way and structures men. 

In all of these groups, there were men in the upper-age brackets un- 
employed, available, ‘with previous railroad experience at the time 
the railways were hiring inexperienced young people for those same 
type of occupations. 

The extent of that situation revealed by the 1955 studies, was in 
part instrumental in the formulation of the program of the railroad 
labor unions of that year. 

As the matter was taken up again more recently, I was asked to see 
what had happened in the intervening periods and the figures on the 
pages immediately following A-15 deal with the situations in 1954 
to 1956. 

There again, the 1954 separations are shown by occupations on page 
A-16. You will see among those separated a total of 265,000, 211,000 
were on Class I railroads and they came from all occupational groups. 

You will see 5,000 station agents and telegraphers: 16,000 clerks 
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and other office employees; among the larger groups the 17,000 fire- 
men, brakemen, switchmen and hostlers; 15, 000 shop craftsmen. The 
largest group is the maintenance-of-w ay force; 15,000 station and 
platfor m employees. 1 

In almost all of these groups, experience is of value and certainly 
of very high value in these skilled shop and operating groups. 

Now, the new entrants into railroad service in 1955 are shown on 
page A-17 and it is astonis hing, in some instances, how closely these 
figures compare. You will see the Class I railroads hired 158, ,000 in- 
experienced men and women in 1955; of that, 126,000 came from all 
occupations or went into all occupations except engineers, conductors, 
and gang foremen. That is because the men for those occ upations are 
hired in the lower levels and promoted. 

You will see whereas 17,000 firemen, brakemen, switchmen and 
hostlers were separated in 1954 and not hired—that is to say, in 1955— 
that the carriers employed 17,000 inexperienced men in that identical 
occupational group in 1955. 

And a similar relationship, although not so closely indicated, for all 
of the occupational groups is shown. I tried again to see whether or 
not it was still true that the employees who were separated in 1954, 
and not used in 1955 were men of long service, of upper-age bracket, 
and you will erik figures on that on page A- 18. 

Here again there were 38,000 employees with more than five years 
of service used in 1954, but not in 1955, and of those 20,000 were over 
40 years of age. 

These were alive and not rehired. 

By comparing the figures on this page with the two pages earlier, 
you will see that there were about 50,000 who had either died or re- 
tired during that year—50,000 out of approximately 270,000. 

Now, to determine whether or not these men and women were avail- 
able in the following benefit year, I looked at the unemployment bene- 
fit figures. They are shown on page A-19. And you will see there 
that the same condition existed as has been true two years earlier, that 
these men in the upper age brackets were unemployed for longer 
periods. Those over 40 years of age, between 40 and 45, there were 
9,000 who were unemployed more than 12 weeks, of those over 45 years 
of age there were 29,000 unemployed more than 12 weeks, and a very 
striking number of them, 9,700 over 45 years of age were unemployed 
more than 24 weeks. 

That is very largely where the benefit exhaustion, of course, came 
from, those longer periods of unemployment. 

There were 12,000 over 40 years of age unemployed more than 24 
weeks in that benefit year. Now, whether or not it was true at this 
time as in the earlier period that these unemployed men and women 
were from all occupations was naturally the next question that I 
thought to look into. 

- You will see the figures on page A-20 dealing wtih that subject. 
You will see that the unemployed were from all occupations and in 
the upper age brackets. 

If you will look at the total you will see that of the 137,000 unem- 
ployed there were 55,000 45 years and older; 89,000 35 years and older. 

This age distribution you will note does not break at 40 years the 
way the earlier one did, but over 45 years of age, in each of these occu- 
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pations, there were substantial numbers of men and women who were 
beneficiaries, unemployment beneficiaries in the benefit year 1955-56, 

Among the firemen, brakeman, switchmen, and hostlers you will see 
over 5,000 above the age of 45. 

Of the skilled shop craftsmen you will see 5,000. The skilled way- 
and-structures craftsmen you will see 1,300. 

Of all of the skilled as well as unskilled groups, there were men in 
the upper age brackets unemployed while, as I said, the railroads were 

hiring new ‘and inexperienced people in all of these identical occ upa- 
tion groups. 

As” I indicated earlier there has been some, although a very slight 
improvement since 1955. The Railroad Retirement Board had demon- 
strated by its handling of a critical rise in unemployment in Altoona, 
ra. that a great deal could be done to place workers who lost thai 
jobs through sudden technological change. 

The Pennsylvania Railroad has a very substantial establishment or 
had a very substantial establishment at Altoona, Pa. That was very 
sharply curtailed and a substantial number of employees of all oc- 
cupations were, as a result, out of employment. 

The Railroad Retirement Board, if I understand what happened 
correctly, made a special case out of that situation to see what really 
could be done in dealing with this technological unemployment. 

At that time, as a result of the change in Altoona, there were em- 
ployees of every occupation group and every age group thrown out 
of work and the Railroad Retirement Board solicited specifically the 
placement of these men. 

There was a circular issued to all regional directors in January 1955, 
and then a statement made later in the year, perhaps before this com- 
mittee by the Altoona district manager of the Railroad Retirement 
Board indicating what had been and, of course, what could be done 
in such a case. 

There were 66 orders received for 487 of these unemployed workers. 
Four hundred and thirty-four of them had been referred by March 
1955 from the Altoona office. 

Verification had been received that 158 had been hired. Unem- 
ployed railroad workers from Altoona had been placed in New York, 
Ohio, Kentucky, Michigan, linois, Texas, and 39 ‘ot them had been 
placed on the Southern Pacific Railroad in Californi: 

That effort by the Railroad Retirement Board in 1 1955, as I said, 
indicated that it was possible to place thes railroad men with expe- 
rience on other railways in widely different sections of the United 
States. 

But the Railroad Retirement Board made a further effort. I must 
say that from my contact with the situation I believe their staff has 
done excellently in its efforts to place these unemployed railroad men 
around the United States. 

Mr. Busu. Mr. Chairman, may I ask a question right there ? 

Mr. Mack. Yes, Mr. Bush. 

Mr. Busu. In the replacement were most of them from the trans- 
portation part of operations or maintenance ? 

Mr. Ottver. I believe they were from all sections, but there were 
more of the maintenance men. 

Mr. Busu. What was the percentage ? 
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Mr. Ottver. The impression I have is that the maintenance men sup- 
plied the larger proportion. 

Mr. busu. Thank you. 

Mr. Ottver. There were shopmen from Altoona that were placed 
in California. Now, that was because, of course, the maintenance of 
railway equipment is practically the same everywhere and the op- 
eration of the railway equipment whether office equipment or the train, 
is substantially the same everywhere. 

So there would be no problem. 

The Altoona demonstration indicated the ability to transport these 
people long distances and place them satisfactorily elsewhere in the 
railway industry. 

Asa result, I think very largely of the increase in the unemployment 
compensation tax effective in January 1956; this problem came much 
more sharply to the attention of the railway management than it had 
in earlier years. 

The Railroad Retirement Board placement offices were able to get 
better cooperation and place more of the unemployed in 1956 than they 
had in 1954. 

But the comparison of the 2 years shown on pages A-21 and A-22 
indicates how far there still is to go if the problem is to be adequately 
dealt with. The table on A-21 shows placements by the Railroad Re- 
tirement Board field offices in the calendar year 1954 by months. 

At the right-hand side under the heading “Claimant Placements,” 
you will see those placed in the railroad industry. The total in the 
year is 13,442. 

If you will look at the claimant load as of the end of the month in 
each of the months of the year, you will see how far that came from 
placing the actual available unemployed. 

In the 1956 year, shown on page A-22, there were placed on the rail- 
roads 27,000 claimants. Now, that is over twice as many as were placed 
in 1954 and in percentage fashion it shows a very great improvement. 

But actually there had been by the railroads’ estimates 250,000 ex- 
perienced railroad workers on the street while the railways were hiring 
new entrants in the year 1956. 

The Retirement Board throughout that year and right down to the 
present, have been carrying in its monthly report statement with re- 
spect to its efforts to place these unemployed railroad men and they 
indicate repeatedly that the railroad managements had available a sub- 
stantial saving if they could hire and would hire these experienced 
railroad men rather than leaving them to draw unemployment benefits 
while the railroad paid the cost of breaking in new and inexperienced 
people. 

There is in the latest issue of the Railway Age a statement by Mr. 
Healy, the management member of the Railroad Retirement Board, 
pointing out these same facts. That statement, I think, is of sufficient 
interest to the committee so that it might be useful to have in the rec- 
ord, and if the committee so desires, I have it here and can supply it. 

Mr. Mack. That is just a short article in the Railway Age? 

Mr. Ottver. Just a single page. 

Mr. Mack. Yes; that will be included in the record. You may sub- 
mit it for the record. 

90453—57——18 
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(The material referred to is as follows :) 
{From Railway Age, March 11, 1957] 
REVEALED AT AREA MEETING—WHAT THE ENGINEERS ARE DOING 


Railroad engineering officers are finding that their responsibilities go far be- 
yond technical matters. This was brought out strongly last week in the sessions 
of the American Railway Engineering Association’s annual convention at St. 
Louis. 

It was particularly noticeable in a number of special addresses interspersed 
between reports of the association’s standing committees. 


ABOUT PERSONNEL PROBLEMS 


Unemployment Insurance. How to save the railroads $100 million. That might 
well have been the title of an address by Thomas M. Healy, a member of the Rail- 
road Retirement Board. He didn’t talk about pensions, but.about the cost to the 
railroads of administering the Railroad Unemployment Insurance Act. 

The expense of the act comes about, explained Mr. Healy, because the railroads 
are required to pay the cost of administering it on a sliding scale ranging from % 
percent of the taxable payroll when the balance in the account is over $450 mil- 
lion, to 3 percent when it falls below $250 million. 

Heavier expenses loomed ahead for the railroads when the balance in the 
account did drop, “with startling suddenness,” from its peak of $956 million in 
1948 to less than $400 million in September 1955, “and an increase in tax contribu- 
tions by management was inevitable.” 

How can the railroads help to reduce the cost of unemployment insurance? It’s 
simply a matter of cooperation and coordination between railroad management, 
railroad labor, and the Railroad Retirement Board, he said. 

Although there were an average of 126,000 experienced persons on the unem- 
ployment rolls throughout 1954, a total of 158,000 new entrants, having no pre- 
vious railroad service, were reported on railroad payrolls in that year. A pro- 
gram to bring the man and the job together was initiated then, said Mr. Healy. 
Through the cooperation of the railroads and railroad labor, and through steps 
taken by the Board itself, there was a reduction of over $100 million in benefit 
payments and administrative costs during the last fiscal year, he stated. 

How were these savings accomplished? Here is one example, as cited by Mr. 
Healy: 

“In February 1956, anticipating the usual spring recruitment of maintenance- 
of-way labor, we compiled an inventory of all such claimants, including B. and B. 
forces, by locations in groups of 10 or more. This gave to each railroad a ready 
reservoir of experienced workers. As a result, on May 31, 1956, we had but 10,000 
such claimants left on the rolls compared with an average of 34,000 on the same 
date in the preceding 3 years.” 

Railroad and organizational lines are being crossed “whenever and wherever 
the welfare of an individual, or a group, is paramount.” For example, track and 
shop men have been converted into train service employees; brakemen into sig- 
nalmen ; a furloughed switchman is now a ticket clerk, etc. 

A big chunk of the savings came about because of the board’s activities in 
finding jobs for furloughed employees. During the past year, the board found 
jobs for 30,804 active claimants and placed another 25,000 potential claimants 
before any benefits were due for a total of 55,000 persons who, otherwise idle, 
would have been entitled to receive unemployment insurance. Mr. Healy placed 
the resulting savings “in excess of $20 million.” 

Here are some suggestions by Mr. Healy to construction and maintenance offi- 
cers for conserving the unemployment insurance account: 

“1. Recall your own maintenance-of-way and B. and B. furloughees ; 

“2. Seek the transfers, or conversions, of furloughed employees in other de- 
partments on your railroad ; 

“3. Call on the Railroad Retirement Board for the labor needed—our offices 
are strategically located—thereby insuring preference being given to claimants: 

“4. Make sure that all hiring officers or so-called commissary companies ex- 
haust all claimant possibilities before engaging persons with no previous railroad 
experience ; and 

“5. Notify Board offices of all discharges or voluntary quits.” 
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Mr. Otiver. The excerpts from the monthly reports of the Rail- 
road Retirement Board shown on pages A-23 to A-26 attached to 
the statement repeatedly point out the economies that would result 
from the use of these experienced railroad men and also the effect 
of the increased unemployment compensation tax on inducing the 
carriers to cooperate more fully with the Railroad Retirement Board. 

There is no question, I believe, of the two facts. First, very great 
opportunities for improved placement of experienced railroad men, 
both from the Altoona and the subsequent placement activities, and 
second, that the increased cost of unemployment compensation 
brought about by unnecessary unemployment very largely had re- 
sulted in the increase of the carriers in this technique of placing ex- 
perienced men in preference to inexperienced new entrants. 

The situation in spite of the best efforts that have been made by 
the Railroad Retirement Board is shown in part in the figures on 
page A-27. This table deals with the last 6 months of 1956 com- 
pared with the last 6 months of 1955. 

The number of applications received for unemployment benefits 
in the last 6 months of 1956, you will see, had increased by about 
70,000 over 1955. The claims received had increased by 250,000. 

The number of payments by over 200,000; the average pay ment by 
about $3 per beneficiary, and the total, not shown on this page, 
$37,654,000 in 1956 contrasting with $27 million in 1955. 

The benefit exhaust insurance was down although the total benefit 
accounts opened had increased by about 60 percent. 

The exhaustion in the first 6 months of the benefit year are always 
low and there are no criterion of the total situation. 

The actual number of beneficiaries had almost doubled from 1955 
to 1956, and you will see the number of beneficiaries in December 1956 
had increased by 25 percent over December of 1955. 

The situation remains acute both with respect to total unemploy- 
ment and the unemployment of these older and longer service em- 
ployees despite the very best efforts in the last year of the Railroad 
Retirement Board. 

There has been very little specific action on the problem of the 
older and the permanently displaced employee. It is clear from the 
results obtained that the technique and the facilities for relocating 
unemployed railroad workers are available. 

It is equally clear from the data on unemployment and rehirings 
that the great bulk of unemployment among older workers could 
be taken care of through relocation. 

Apparently the increasing costs of unemployment compensation in 

1956 had greatly stimulated the carriers and led to greater efforts 
to reduce the amount and the length of unemploy ment. 

From the standpoint then of caring for more needy and the more 
experienced of the unemployed the extension of une mployment com- 
pensation in the manner expressed in the pending bill can be expected 
to have a double effect. 

First, it will provide a specific incentive for the relocation of older 
and experienced employees within the railway industry since that 

can and will reduce the cost of unemployment compensation. 

Further, the proposed legislation will provide much more justly 
and adequately for the older employee whose job vanishes with tech- 
nological change. 
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You will have noted in the proposed legislation that it is intended 
to provide for the older employees through a period of 5 years of un- 
employment. That proposal has a long history in the railway unem- 
ployment field. It refers immediately, of course, to what has been 
discussed here as the Washington agreement, but the Washington 
agreement itself in 1936 has a background. 

I may say I took part in the negotiation of that Washington agree- 
ment. 

In 1931 there was proposed a merger of the Great Northern and 
Northern Pacific Railways. While that was in the form of a proposal 
only the railway labor organizations felt that its effect upon their 
employees justified a study of the situation and the formulation of a 
program to meet with it. 

I was asked to make such a study. I did make it not only from 
the various proposals filed with the Interstate Commerce Commis- 
sion, but I went into the area where the consolidation was intended 
to take place. 

I went to the specific facilities, the shops, the roundhouses, the of- 
fices, that were to be affected by that consolidation. I interviewed 
workers with respect to that situation. 

I went at the same time into areas where other consolidations had 
recently taken place and I was able to follow the railroad workers 
that had been displaced by those earlier consolidations, to find out 
how long they were unemployed, where they went, what was the effect 
on their home ownership, and a great many other similar factors. 

That study covered a wide range of proposed technological changes. 
The carriers said that if these two railroads could be consolidated 
they could eliminate some trains, they could eliminate some shops, 
they could relocate some facilities, and make a great many different 
kinds of savings. 

The results of that study were prepared for use before the Inter- 
state Commerce Commission, but at almost the time when the study 
was thus prepared there was offered in Congress the bill that became 
the Emergency Railroad Transportation Act of 1933. The railway 
labor unions proposed amendments to protect employment at that 
time and those proposed amendments were eventually incorporated 
in the legislation. 

You will find them there. If you will look at that legislation you 
will see there was an item of 5 percent allowed for natural turnover. 

The study which I had made at that time indicated that the aver- 
age displacement as a result of these technological changes ranged 
between 20 and 25 percent. The study indicated also that natural 
turnover, which included quits, retirements, and deaths, ran between 
4 and 5 percent per year. 

So that it would take approximately 5 years to absorb the men 
thrown out of work on the average of these technological changes. 

The 5 percent in the legislation was the natural turnover antici- 
pated, but the legislation prohibited any force reduction greater than 
that without providing unemployment compensation; it directly pro- 
vided employment. 

While the 5-year figure isn’t there, in fact, that is what the 5 per- 
cent meant. 

In 1935, if my memory is correct, the Emergency Railroad Trans- 
portation Act either expired or was up for reconsideration. There was 
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introduced in Congress that that time legislation having the intent 
of what is before this committee now, to provide for the employee 
displaced in technological change. The employees at the same time 
served notice on the carriers and the W ashington agreement came 
out of those negotiations in 1936 and you will see in the W ashington 
agreement these figures with respect to the length of time the “dis- 
pl: iced worker was to be cared for. 

Those figures arise out of the computation of average technological 
displacement and normal natural turnover, 

Now, the figures which have been placed before the committee in 
this report; to which I have referred as I came to them, that is to say, 
the number who had either died or retired in those years for which the 
separations were shown, indicate that that computation of between 

4 and 5 percent natural turnover is still quite reasonable. 

There is no way of determining whether it is precisely accurate, 
but it is a fairly good measure and apparently of natural turnover, 
so that the provisions in the bill before the committee would take care 
of these unemployed even though the carriers continued the policy 
of hiring new men and women, “inexperienced men and women, and 
leaving these men and women of long service out on the street. 

As I say, they would have an ine entive to place the older and experi- 
enced workers, a greater incentive, and there would then be operating 
these two forces that would in all probability greatly reduce and might, 
in fact, practically eliminate the cost. 

Mr. Schoene, while he was here on the stand, discussed this matter 
of cost and indicated rather liberally that I would have additional 
information on it for the committee. We have a great many instances 
in railroad labor history where costs of anticipated changes have been 
found not to be borne out by subsequent experience. 

One of them, and perhaps the most striking, was the change to 
which I referred earlier with respect to the reduction in the workweek. 
The workweek of all so-called nonoperating employees was reduced 
effective September 1, 1949, from 48 generally to 40 hours per week, 
with the maintenance of take-home pay. 

The carriers had anticipated that would result in an increased cost 
ranging up to 20 percent because the hourly wage rate would go up 
20 percent and theoretically at least new employees would be hired 
to work the hours that were not worked by the men whose workweek 
was being shortened. 

One year later, during a period when railway traffic was almost 
exactly identical with what it had been under the 48-hour week, the 
Interstate Commerce Commission made a study and reported that 
actually the labor cost had dropped by something under 1 percent 
with the same total volume of traffic and with the. hourly wage rate 
up 20 percent the labor cost had dropped by something less than 1 
percent. 

Now, that is not at all unusual in railway labor history, that the 
railways find it possible and do adjust to changes in unit wage costs 
or to various kinds of other changes in labor costs so as to keep the 
cost per unit of output very much lower than was to have been antici- 
pated on a theoretical or abstract basis. 

With respect to these technological changes in the railroad industry, 
it, of course, is recognized by the railroad employ ees that such changes 
are all basic to the American industrial advancement. The benefit 
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of such change to individual industries and to the Nation as a whole 
does not conceal the fact that many indivduals do suffer great hard- 
ship in the course of such advance 

In proposing means to minimize that hardship, it should be borne 
in mind that the economies resulting from technological changes pro- 
vide a fund from which the costs of such progress may be met. 

The American people have long been familiar with the idea that 
increasing labor productivity makes possible continuing improve- 
ments in wage rates and working conditions. The railway industry 
has been no exception to the general rule that even with higher wage 
rates and added benefits to workers, the labor cost per unit “of output 
may diminish. 

Addition of the costs of unemployment compensation and retire- 
ment to the total railroad labor bill, in recent years, still leaves the 
total labor cost almost exactly the same proportion of revenues and 
of operating expenses as 4 years ago. You will see figures on that 
particular question on page A-48. 

Here are shown the railroad wage costs chargeable to operations 
plus the payroll taxes in the left-hand column, from 1952 down to and 
including the 11 months of 1956, which are the latest for which these 
data are available. 

The total number of revenue traffic units is shown, operating reve- 
nues, and operating expenses, and then the wages per thousand traffic 
units, per dollar of operating revenues, and per dollar of operating 
expenses. 

During this period there have been very substantial increases in 
railroad wages. The railroad workers have almost kept pace with 
outside industry. 

In addition there has been very substantial improvement in the 

‘ation provisions. Holidays with pay have been granted to about 
chnew -quarters of the railway workers. A health and welfare pro- 
gram has been instituted for the railway workers and although its 
effect would not be shown here, for their dependents. 

Up to the end of this period only the health and welfare program 
for the railway workers themselves would have been included. 

But there has been an increase of 1 percent in unemployment com- 
pensation tax. 

Nevertheless, the wage cost per thousand traffic units in the first 11 
months of 1956 was $7.65 compared with $7.84 in 1952 and a high of 
$8.06 in 1954. Only one of these years was lower than 1956—the 
year 1955. 

Similarly, the wage cost per dollar of operating revenues was lower 
in 1956 than it had been in 1954, but practically no change over this 
period. 

The wages per dollar of operating expenses fluctuated from 65. 
cents to 66.6 cents. So the total range has been very narrow over ¢ 
period in which the railroad employees have had continuing improve- 
ments in their wages and working conditions and the payroll tax, the 
unemployment compensatio n has risen by 1 percent of the total payroll. 

The railway industry asa whole is enjoying an almost unprecedented 
prosperity. The figures on those general facts are shown on pages 
A-45, A-46, and A-47. Here we have the income account items of 
the railways from 1921 to 1956, the relationship of dividends and net 
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income to total capital stock, and then the relation of operating 
revenues and expenses to total payroll taxes. 

Looking first at page A-45, you will see variations in the net railway 
operating ‘income, both before and after taxes. In the earlier years, of 
course, the taxes were relatively low Those are not just payroll, but 
all income taxes. 

But the 1956 results in terms of net railway operating income, both 
before and after taxes, are among the highest of peacetime years. 

The net income of the railways in 1956, $874 million, is higher than 
any of the recent years excepting 1955 and 1953, and higher than most 
of the earlier years on the table other than the war years. 

In spite of the very much greater income tax being paid by the car- 
riers their net income was close to its peak as of 1956. 

The dividend and net income shown on page A-46 have varied with 
the railroad policy of declaring maximum dividends out of available 
income which was followed in the earlier years. The only way that 
these comparisons can be made is to show together the dividends and 
the net income after dividends. 

You will see that in 1956 the relation of dividends and net income 
after dividends is such that the carriers had 11.4 percent on their capi- 
tal stock. That was slightly lower than 1955 when there was exactly 
12 percent, the sum of the 2 2. It was the same as in 1953, but higher 
than most of the other years, highe r even than in the boom year of 1929. 

It is from these two sources, of course, that the railw: ays realized a 
large part of the funds for the improvement of railway investment, 
railway plant. It is a very prosperous condition judging from that 
percent of return. 

The effect of payroll taxes on the total railroad picture is shown on 
page A-47. The figures on that page cover, as do some of the others, a 
fa of a very great change in the value of money. 

I do not think I need to elaborate on the diffic ‘ulty of comp: wing re- 
lationships of wages to revenues over a period when the value of money 
fluctuates widely. ‘These do cover such a period. 

Neither the railroad industry nor the railway employees control 
money and ¢ redit, can’t be considered as responsible except in a very 
minor way, but that does disturb comparisons. 

However, you have this relationship between operating revenue and 
payroll taxes. If you will look down the right-hand side of page 

A-47 you will see that payroll taxes have cl: aimed a var ving percentage 
of oper: ating revenues ranging from 4.1 percent at the top, to, I believe, 
217 percent at the lowest point. 

In 1956, 3.2 percent, which is the third high, but only very little 
above that normal if 2.8, 2.7, 2.9 percent. 

Mr. Drxcevt. Do you have any projections as to what the impact 
percentagewise on this chart will be of the improvements in benefits 
which will be offered and, of course, the increased taxes nec essary to 
furnish those increased benefits ? 

Mr. Outver. No, Mr. Dingell. The reason for not having it, from 
the standpoint of the past history, is this: We have seen those projec- 
tionsmade. Wehave attempted tomake them. And inevery instance 
have found that the projection was wholly out of line with the actual 
subsequent situation. 

In this 48- to 40-hour week change, for example, I went out on the 
limb and estimated that the effect would be, as I recall it, 10 percent, 
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or something just unnder 10 percent of the wage cost. Two years later 
when the figures became available we found that it had actually cost 
not one cent. 

My own conviction is that if the railways will cooperate, as they 
are able to cooperate, in a program of placing the older employees 
with the Railroad Retirement Board, that the cost of the unemploy- 
ment benefits for those older employees will be almost negligible. 

The vacancies are there, the men are qualified, the possibilities of 
transporting them at a minimum cost are there, the technique for re- 
placing and relocating them has been developed, and the vacancies 
are there because of the natural turnover, retirements, deaths, and 
voluntary quits. 

I do not believe any projection can calculate how fully the carriers 
will cooperate. The reason for that is, of course, this: that you will 
find a local facility where they are hiring men to handle mail and 
baggage, for example, at a passenger station. The man in charge 
of that particular local facility may think that he wants a young 
fellow with a strong back. He m: 1y not realize, of course, the cost of 
training that man, he won’t have the bac -kground nor the perspec- 
tive. He won’t realize the cost of unemployment for a man in a rail- 
road station just two blocks away who may be let out because of a 
change in the equipment for conveying mail or baggage in that station. 

That local man, unless there is very strong insistence from higher 
railroad officials, will probably hire the 20-year-old with the strong 
back. 

Mistakingly, but it will be the best he can do according to his own 
likes, instead of taking the 45-year-old man who really understands 
that mail and baggage has to be handled carefully to avoid loss and 
damage and whose unemployment compensation will otherwise be 
paid by the carrier. 

Now, that is the i imponderable, that is the immeasurable factor un- 
derlying this situation. I do not believe any projection is possible 
under those circumstances. 

Mr. Aucer. Mr. Chairman, could I ask one question at that point? 

Mr. Mack. Yes, Mr. AMEE: 

I would like to have Mr. Oliver conclude his testimony, but go 
ahead if you have a question at this point. 

Mr. Accer. I will defer it, Mr. Chairman. 

Mr. Oxtver. I am sorry if I am taking more time than anticipated. 

Mr. Aucer. It has been very interesting, of course. 

Mr. Ontver. Other American industries have recognized the inade- 
quacy of existing unemployment compensation in the unemployment 
compensation laws and many employers have agreed with their em- 
ployees to supplement the standard compensation. 

Of the great number of such supplementary unemployment com- 
pensation agreements that have been negotiated, the best known have 
been those in the steel, automobile, and container industries. 

I have included a list, necessarily an incomplete list, of companies 
that have negotiated supplementary unemployment benefits. They 
appear on pages A-33 and following. These have been mostly nego- 
tiated since the automobile workers more or less broke the ground a 
little over 2 years ago, but if you will look at the list which is those 
only reported to the Bureau of Labor Statistics ordinarily in dees 
paper or agreements available to them, you will see that a very large 
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part of them are plants either in the automobile industry or auxiliary 
to it. 

Nevertheless, that is a large part of durable goods industries in the 
United States. I stress durable goods because those are the compari- 
sons most frequently made in judging the condition of the railroad 
workers 

Not only the automobile industry, but the farm machinery indus- 
try, the rubber industry, plate glass industry, the principal companies 
in those fields, the aluminum industry, have ‘negotiated such plans. 

The steel industry and container industry, very substantially rep- 
resenting major companies in those industries, have negotiated such 
plans. 

You will see in addition that the seamen employed on the Atlantic 
and gulf coasts have negotiated supplementary employment benefits. 

You will see that the Pullman Standard Car Mfg. Co. has negotiated 
such supplementary benefits covering its employees. 

There are many other instances of where this program of supple- 
mentary unemployment benefits comes very close to the railroad 
workers. That Pullman Car Co. would cover men of exactly the same 
occupations, almost exactly the same as in the railway shops. 

It is in the transportation equipment field and in the transporta- 
tion field itself. The number of companies, their geographical dis- 
tribution, is, I think, a very definite indication that ‘this is a new 
addition and one destined to be nationwide and continuing in the field 
of caring for unemployed men. 

In a very large part it extends the period among unemployment 
compensation and increases the benefits. My attention has not come 
to anyone that has this feature of the 5-year program, but that is not 
new to the railroad industry. It was, as I said, in the legislation in 
1933; it is in the Washington agreement; it is a protection provided 
by the Interstate Commerce Commission regularly and consistently, 
these long periods of protection for displ: aced railway workers. 

In that particular the railway program is different, but it arises out 
of a difference in the railway industry long recognized both in Cor- 
gress and in the Interstate Commerce Commission as well as in the 
collective bargaining agreements. 

I have included in the data and material attached to my outline 
statement excerpts of the plans of General Motors, the steel industry, 
and the Continental Can Co. I would point out that those 3 agree- 
ments are with 3 of the largest unions in the United States, United 
Steel Workers of America, the United Automobile Workers, and the 
International Association of Machinists. 

So we have here not only major corporations, but major unions in 
agreement to provide for these improved unemployment benefits. 

These agreements in outside industry for supplementary unemploy- 
ment compensation do not include long period protection that would 
be adequate for the railroad industry. There is less need in those 
other industries for a special provision for older workers. Their 
skills are more interchangeable as between industries and they are 
located to a much larger extent in industrial centers where reemploy- 
ment is less difficult. 

Moreover, many of these corporations are extending themselves into 
the new lines that result from increased purchasing power in the 
United States, 
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General Motors not only manufactures automobiles, but a wide 
variety of such products as Frigidaires, and that sort of thing makes 
the replacement of the older displaced worker more easily possible. 

In the railway industry those openings are not available. But even 
in the industries of that character various kinds of severance pay 
programs have been developed. The proposed legislation before the 
committee, therefore, meets a serious deficiency in the present pro- 
visions for unemployed railway workers. 

It will give particular attention to the displaced older worker and 
will simultaneously provide incentive for the railways to relocate and 
reemploy these experienced men while it gives more nearly adequate 
compensation to those who are not placed. 

Departing in method from the protection afforded employees in 
other industries the proposed legislation is, nevertheless, strictly in 
accord with the principle now well established in the United States of 
increasing compensation for the unemployed; in accord also with 
precedence in the railway industry both in legislation, Inter- 
state Commerce Commission protection, and collective bargaining 
agreements. 

Finally, its cost, insofar as it cannot be avoided by better place- 
ment of unemployed railway workers can naturally be met out of the 
savings which technological progress is bringing to the carriers. 

That concludes my statement, Mr. Chairman. 

Mr. Mack. Thank you very much, Mr. Oliver. That was a very 
fine statement. 

Mr. Moulder. 

Mr. Moutper. What do you think of the proposal to invest railroad 
retirement funds in such things as FHA loans? I understand it 
would yield thirty or forty million dollars additional income to the 

‘ailroad retirement fund. 

Mr. Oniver. You have asked me a question on a subject that I 
haven’t made a special study of it and I am not qualified as an expert, 
but in my own judgment the matter of safety is by far the primary 
consideration in the investment of such funds. 

Mr. Moutper. I understand that. For example, certain FHA 
loans carry Government guarantees, as safe as Government bonds. 

Mr. Youncer. There is a vast difference between a Government 
bond and an FHA guarantee. 

Mr. Moutper. I am not saying it is the same as Government bonds, 
but it is a sound Joan. 

Mr. Otver. I really am not competent to pass on the question. 

As I say, my feeling is that the present investment program is pref- 
erable because of the greater safety factor. Whether or not the safety 
margin would be great enough with the investment program to which 
you refer is a matter on which I would not be qualified. 

Mr. Moutper. The proposal is not to invest the entire fund, but a 
portion of the fund. 

Mr. Oniver. Yes, l understand that. 

Mr. Mack. Mr. Hale. 

Mr. Hate. Mr. Oliver, on this last page you say : 

Departing in method from the protection afforded employees in other in- 
dustry——— 
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What did you have in mind? 

Mr. Oxtver. The method in other industries has two characteristics: 
In the first place, it is not possible to provide for them by legislation. 
Any legislation cannot be patterned to the problems of the steel indus- 
try for example, or of the automobile industry. 

Mr. Hate. What you mean to say is that a statutory unemployment 
system like the railway unemployment system is necessarily different 
from such consensual systems as exist in the industries you mention ? 

Mr. Ottver. That is a large part, the difference in method. There- 
fore, collective bargaining has been the method used in those other 
industries. It permits adaptation to the wide variety that exists in 
outside industry, but with the railway industry’s long historical pre- 
cedent of dealing with these questions through legislation, this method 
is fitted to the railway industry. 

Mr. Har. In one sense it is easier to have an unemployment system 
for railway workers than for people who make tin cans 4 

Mr. Ouiver. Yes. It is easier to have a statutory unemployment 
system. 

Mr. Hatz. Because you have better statistical studies of experience 
in the field? Is that what you have in mind, Mr. Oliver? 

Mr. Ouiver. Yes. Among many factors, sir, is that a long period 
of governmental concern in the industry and vast body of precedent 
built up in legislation has standardized the railroad industry to a much 
greater extent than is true in any other industry. 

That permits legislative handling of the problem, it permits adapta- 
tion of measures to the specific situation in a way that would not be 
possible with cans, for example. 

Mr. Hate. Let me say that I think you deserve a great deal of credit 
for these very elaborate and very illuminating exhibits. I think they 
would be more illuminating if I had studied them more than I have 
But certainly they display an enormous amount of industry and they 
reveal what can be learned in studied of this sort. 

Mr. Ontver. Thank you, Mr. Hale. 

Mr. Mack. Mr. Staggers. 

Mr. Sraccers. Mr. Oliver, I would like to commend you for the 
elaborate presentation. I think it is enlightening to me and should 
be to the rest of the committee members. 

I have been listening to these presentations for a good many years. 
There are certain things in here that have enlightened me. I hope 
I can keep these and have them for reference. I am sorry I had to 
leave the room once or twice and did not hear all of your presentation. 

I would like to follow up your idea of the 5-year protection and just 
a little bit more about what Mr. Hale said, but I do not believe time 
will permit. 

Again I commend you for your presentation. 

Mr. Ottver. Thank you, sir. 

Mr. Mack. Mr. Heselton. 

Mr. Hrsevron. Mr. Oliver, as to one portion of your statement I 
would like to have a little bit more information. On page 6 you 
refer to the fact there is only 1 vear when carriers hired fewer than 
150 thousand new employees while older experienced workers were 
unemployed, available and drawing unemployment compensation. 
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You elaborate on that somewhat. I think you gave an illustration 
of the tendency to look for a younger man in terms of a physically fit 
man. It is not clear to me why men with technical experience and 
skill, such as of engineers, firemen, conductors or brakemen, or men 
in the shops with skills, could not be returned to employment when the 
openings occur. If I understood you correctly, and as I read the 
Railroad Retirement Board report, that situation has been improved 
as far as some railroads are concerned, but there still remains a gap in 
the programs. 

Can you indicate whether that type of thing can be handled by 
legislation, or is it more properly a matter of understanding and 
negotiating between the parties involved ? 

Mr. Oxtver. I think it is inevitably a matter of cooperation between 
the Railroad Retirement Board, the carriers, and the labor organiza- 
tions. 

The legislative contribution to it, however, is to take care of the 
victims, if I may use the expression, of the technological change and 
to provide the incentive. 

For example, in the Fair Labor Standards Act, there is a provision 
that overtime must be paid after 40 hours. Now, 1, of course, would 
feel that such a provision is much better in the collective bargaining 
agreement, but the fact is that through the clause the Congress pro- 
vided an incentive for reducing hours to as nearly 40 as possible. 

The effect of the unemployment compensation in this legislation 
serves the same purpose. The sliding scale and the standards set up 
will give to the displaced employee a protection and will give to the 
carriers what I think will be a powerful incentive and an educational 
element that will do what you have suggested. 

I think that legislation can do ths at and this legislation will. 

Mr. Hesexron. I think you referred to this legislation. You meant 
the proposed legislation ¢ 

Mr. Oxtver. The proposed bill; yes, sir. 

Mr. Hesevron. Thank you very much. 

Mr. Mack. Mr. Rhodes. 

Mr. Ruopes. Mr. Oliver, do you consider unemployment compensa- 
tion benefits on the railroad also as a sort of severance pay ? 

Mr. Oxiver. I believe the fundamental principle in the railroad in- 
dustry is not severance pay. The fundamental principle is to provide 
for the employee until he can be relocated. 

Mr. Ruopes. Is there any severance pay on the railroads? 

Mr. Ottver. I wouldn’t consider it severance pay ; no, sir. 

Now, there may be individual agreements at various places, in fact, 
I am sure there are, where something that could be called severance 
pay has been developed, but actually the central agreements and the 
central program on policy has been one of relocating the employee 
in the industry rather than calculating on his permanent displace- 
ment. 

Mr. Ruopes. What is the maximum number of weeks a railroad 
worker can receive unemployment benefits ? 

Mr. Ottver. 130 days now. 

Mr. Ruopes. Thank you. 

Mr. Mack. Mr. Jarman? 

Mr. Jarman. Mr. Oliver, I have just one line of questioning that I 
wanted to develop very briefly. 
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To your knowledge, are railway employees and management in 
agreement on any of the provisions of 4353 ? 

Mr. Oxtver. Well, as legislative proposals, to my knowledge, no. As 
principles, I believe I am ‘ustified in saying that the railways have 
indicated that the idea of providing for or relocating older employees 
in preference to hiring new ones, is a sound personnel policy. ' 

There were meetings. I was in some of the meetings, but their 
character were not such that I think would be pertinent right here. 

Mr. JARMAN. Meetings prior to this Congressional session, or since 
we convened ¢ 

Mr. Ottver. Prior to this session, over a year ago. 

Mr. Jarman. To your knowledge has there been any opportunity for 
meetings, or have there been any meetings on, say H. R. 4353 and 
other legislation that is proposed in this session ? 

Mr. Outver. I believe there were some conferences. My informa- 
tion on it, though, comes from Mr. Schoene, who answered a similar 
question. I think he did speak of some conferences. 

Mr. Jarman. Representatives of the management and of the em- 
ployees ? 

Mr. Ottver. Yes. I wasnot in on any of them. 

Mr. Jarman. I did not hear Mr. Schoene’s comment on that. 

At what time were those meetings held ? 

Mr. Otiver. I believe just about the time the legislation was pro- 
posed. 

Mr. Jarman. Sometime this year? 

Mr. Oxtver. Yes, just recently. 

Mr. Jarman. Thank you, Mr. Chairman. 

Mr. Mack. Mr. O’Brien? 

Mr. O’Brien. Mr. Oliver, I want to compliment you on your state- 
ment, too. I was somewhat amazed by your figures as to the number 
of experienced railroad workers who are not put back on the job. 

Would your figures be materially affected by the number of ex- 
perienced railroad employees who are not in a position to move to an- 
other community? I have specifically in mind the West Albany shops 
in New York State which were closed down several years ago. We had 
a great many older men who were only a few years from retirement 
age. 

The roots of which you speak were so deep in those cases that a very, 
very small percentage of those people could even consider moving any 
great distance. 

Would you say that the number of people in that category would re- 
duce to any great extent the overall figures you presented ? 

Mr. Outver. My own study indicates that it would be a very small 
effect. The reason I say that is because, as I have told you, I went 
into the communities where men had been displaced and older men 
who owned homes had left and I had many pictures of the tumble 
down homes that they still owned, the buildings tumble down, in the 
towns they had left. They were way up in the age brackets. 

Now, if unemployment compensation had been available, some of 
them would have preferred, I think, to stay in the towns, particularly 
those right near the retirement age. 

But for such employees, of course, the retirement system would begin 
to operate and the unemployment compensation would carry only a 
part of that. But there would unquestionably be some of them. 
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Mr. O’Brien. If you were to exclude that group entirely, just as- 
sume that they would want to stay where they are, where there was a 
home or a grandchild, you would still have a substantial number of ex- 
perienced railroad employees who could be hired, who should be hired? 

Mr. Oniver. Yes, a great number. The results in Altonna demon- 
strated that. They were way up in age and yet they moved long 
distances. 

Mr. O’Brien. Thank you. 

Mr. Sraceers (presiding). Mr. Dingell. 

Mr. Drncetx. I was very much interested in your comments and I 
think you did a splended job this morning. However, I was interested 
in one thing. 

You spent all your time on the unemployment compensation features 
of the two bills, 4353 and 4354. Do you have any comments in addi- 
tion to those which you would like to make on the retirement features? 

Mr. Orrver. No, I have made no study of that situation. That is 
Mr. Schoene’s specialty. I have done very little with it. It is an ac- 
tuarial problem insofar as it gets over into the area adjoining my 
specialty and I am not an actuary 

Mr. Diner. Thank you very much, Mr. Chairman. 

Mr. Saaccers. Mr. Oliver, the commitee does appreciate your being 
here and presenting } your figures and your statement. 

Mr. Oxtver. Thank you, sir. 

Mr. Sraceers. It has been a very fine presentation. 

Those are all the questions from the members, so the committee will 
stand adojurned until 2 o’clock this afternoon to hear other witnesses. 

(Thereupon, at 12 o’clock noon, the committee was recessed, to re- 
convene at 2 p. m., same day.) 


AFTERNOON SESSION 


The subcommittee reconvened at 2 p. m., upon the expiration of the 
recess. 

Mr. Mack. The committee will be in order. 

Our first witness this afternoon will be Thomas Stack, president 
of the National Railroad Pension Forum, Inc., Chicago, Tl. 

Mr. Stack, we are glad to have you with us ‘this afternoon. 

Mr. Srack. Thank you, Mr. Chairman. 

Mr. Mack. Do you havea printed statement ? 


STATEMENT OF THOMAS STACK, PRESIDENT, NATIONAL RAILROAD 
PENSION FORUM, INC. 


Mr. Stack. That is right. 

Mr. Chairman, my name is Thomas Stack. I reside at 1104 West 
104th Place, Chicago, Ill. I am president of the National Railroad 
Pension Forum, Inc., an organization chartered under the laws of 
the State of Illinois as a nonprofit group to educate the rail workers 
of this Nation on retirement problems and secure remedical action from 
Congress to insure their security and independence when they retire; 
to frame our Railroad Retirement Act in accord with their views 

Forum membership comprise union and nonunion employees of 
the railroads and the retired workers who have no other representa- 
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tion, and all of those who come under the Railroad Retirement Act 
and its jurisdiction. 

The National Railroad Pension Forum, Inc., is the largest group 
in this field not influenced by management of the railroads or the 
leaders of the various union crafts. 

We are nonpolitical and have membership on 328 railroads and 
affiliated bureaus, which include the Pullman Co., Railway Express 
Agency, and the sleeping- and dining-car employees. 

Every member of our group is a voluntary subscriber. There is 
no coercion used to obtain membership. Most of our members view 
use as the only protective committee they have in dealing with pro- 
tecting their rights under the Railroad Retirement Act, and they are 
unanimous in their views that only through this medium can they 

make known to Congress their wishes in connection with increasing 
benefits under our retirement system, as it is through this medium 
that they are at liberty to address both Houses of Congress and freely 
express their views in support of any pending legislation. 

Although Forum headquarters is in Chicago we have some 1,800 
group le: \ders and active workers in the various railroad offices, major 
shops, terminals and yards, nationwide. Many of those leaders are 
elected by the workers to keep us informed as to their needs and lend 
counsel to enactment of our program for the benefit of all. 

In this way our organization comes in closer personal contact with 
employees and we have our hand at all times on the pulse of the rail 
workers, thereby freely expressing the views of our people to the 
various committees of Congress. 

Ninety percent of our membership comprise men and women em- 
ployees on the rails who are also members of the standard labor 
crafts. Seven percent, or a little more, comprise retired workers who 
are the beneficiaries of the benefits today under our system. 

All forum officers are veteran railroaders with backgrounds of long 
employment, hence we can be truthfully termed as a rank and file 
group. 

I had 38 years of rail service until I was drafted in 1947 to the 
position I now hold, at which time changes were made in our Rail- 
road Retirement Act that were ill advised and deemed detrimental! 
to the interest of the rail worker at large who felt that they were 
being exploited by interests that could never qualify to represent them 
on this i important topic. 

The decision made subsequently only helped to confirm this view- 
point, as even today those interests lo: ad up our act with fringe benefits 
immaterial to the average worker who, in many cases, does not have 
a chance to pass or view such questionable legislation until it is too 
ee for them to take action. 

Under this atmosphere the National Railroad Pension Forum, Ine., 
was born, to be of service to the railroad employees. Committees of 
Congress and Members in both bodies are familiar with our activities 
ever since. 

We have many committees within our group, such as our finance 
committee that approves all bills and monthly statements, our mem- 
bership committee, our publicity committee, and our legislative com- 
mittee which keeps us posted with pending legislation. 

We also have a very important platform committee. Each of these 
committees has at least five members who lend counsel to our endeavor. 
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Last year our platform committee spent a considerable number 
of hours each in framing a program with which we could approach 
this Congress. This involved a review of the correspondence from 
our group leaders and other individuals. It also involved study of 
various retirement systems, many of which have endorsed parts of our 
program and successfully engrossed same in the interests of their 
employees. 

his committee approved our program as reflected in our Rail 
Pension News, the quarterly publication of our group with 125,000 
circulation. We have received many comments from our rail workers, 
most of a complimentary nature, as they express the views of our 
people who no doubt will contact you relative to same. 

You have today before your committee various bills on railroad re- 
tirement that spell out distinctly what improvements rail employees 
desire in connection with their retirement act. 

I will scan over these bills using key bills in each category and if 
your committee desires that I elaborate more fully on the provisions 
of those bills, I will be glad to do so. 

H. R. 3974 by Representative Bryan Dorn, South Carolina. This 
gentleman knows the needs of rail employees. He has four railroads 
merging on his hometown. He is secretary of the South Carolina 
delegation who last fall held a meeting at Columbia, S. C., where rail 
employees appeared and expressed themselves in favor of the legisla- 
tion as reflected in H. R. 3974. 

This bill makes two important changes in our present act: it pro- 
vides retirement at the age of 60 with 30 years of service, or 35 years 
of service regardless of age. 

It is most important to the present rail workers and gives them add- 
ed security against the hazards of our industry. 

H. R. 3974 is perhaps the most important bill before you for con- 
sideration. Retirement at age 60 is today enjoyed by female employees 
of the rails with 30 years of service, yet male employees, many 
working at the same type job, receiving the same pay, would, if they 
retired at the age of 60 with 30 years of service, lose one-third of the 
meager annuity, or one one-hundred-and-eightieth for each month they 
were under the age of 65 years. 

The provisions of H. R. 3974 were last year written into law on 
civil service employees. 

There are pending before the Ways and Means Committee of the 
House 4 bills to reduce the age to 60 years for benefits under social 
security. 

We have many employees working today who under the stern pro- 
visions covering disability in our Retirement Act—as they would al- 
most have to be a stretcher case to qualify for such benefits—cannot get 
those disability benefits—they in many cases are too sick to work. 
Some work only a few days to establish their seniority, but their small 
earnings reflect on their average retirement credits, so that cases in 
this category have a lower average earnings and consequently a lower 
annuity when they are forced to preclude benefits until they reach the 
age of 65 years. 

There are a great many in shops laid off in the change from steam 
to diesel power; many that automation has retired from railroad 
work. 
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I was talking a few weeks ago with a switchman of the Pennsyl- 
vania Railroad at Harrisburg, Pa., where 200 switchmen were em- 
ployed. Now, with the new retarder system for operating the hump 
at that point the work is done by two operators from a tower. It is 
to help these employees in the high age bracket that we want earlier 
retirement. 

The average age of retirement on the rails today is 68 years. No one 
who is able to work would exchange a paycheck for a retirement check. 
Hence, I would question the cost estimate of such a provision. But 
those who are unable to continue work would have a cushion to meet 
the hazards of the industry. 

The bill provides in substance that the present test period before 
1936, when in most cases the average earnings from 1924 to 1931 are 
used to determine average earnings duri ing this period, be substituted 
by the average earnings for the 5 highest years, either prior or 
subsequent to 1937 

While this was the highest rate period prior to our 1934 act, 11 
rounds of wage increases given since 1937 make this period highly 
undesirable as it has no relation with our present economy and accounts 
for the reason why less than 1 percent of our people retiring today 
under our present retirement system receive the maximum benefits. 

In this bill we are using, in lieu of this period, the highest rated 
period which our original act tried to provide, namely, the 5 highest 
years. 

In the cost element of this provision the actuaries have given you 
the cost of annuities based on the 5 highest years’ average monthly 
earnings instead of a substitution of the test period for this basis 
prior to 1937. 

You have before your committee H. R. 4677, sponsored by your 
colleague, Representative Byrd from West Virginia, another gentle- 
man who has many railroad constituents. 

This bill provides for a 10-percent increase in all rail pensions and 
annuities. I covered 11 of our southern States last fall and talked 
with many retired people and not one advised that he was satisfied 
with his rail pension or annuity. 

Eleven rounds of wave increases in the aggregate of 234 percent 
have increased the economy of our country so that those living on a 
pegged income have a plight that is more than tragic to meet the ever- 
increasing living costs. Many live on one meal a day; many have no 
money for their medical needs, and while 10- percent increase in their 
benefits will not alleviate the present suffering, it will help those poor 
souls to have a little sunshine in their declining years, at least they 
will recognize that someone thinks of them. They are today the 
forgotten men in our inflated economy. 

H. R. 4523 is another bill sponsored by your colleague, Representa- 
tive Richard Poff of Virginia. This bill proposes to eliminate the 
“last employer” clause, other than a railroad, from our act. 

In the 83d Congress, Hon. John Bennett, a member of the House 
Interstate Committee, sponsored a similar bill and at one time it was 
accepted by the committee only to be weeded out in the closing days 
to adopt legisl: ation favorable to all groups with a master bill on 
railroad retirement sent to the floor for action. 


90453—57 19 
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It might be well at this time to reflect on the merits of this bill, 

The “last employer” clause—other than a railroad—was written 
into our 1934 act. At that time we had come out of the 1929-30 de- 
pression and it was our intention that no employee would hold two 
jobs as we were interested in creating employment to get a greater 
number on the labor payrolls. It was never intended that we should 
later be exploited on this provision, so that now employees holding 
jobs with fraternal groups, building and loan associations, credit 
unions and insurance bodies, should ‘be forced to resign from those 
side jobs, where the earnings were meager, to qualify for retirement 
benefits under our act. 

We agree that an employee must sever connections with railroad 
employment to qualify for benefits, but it is grave injustice to force 
him to leave employment unrelated to railroad work to qualify for 
benefits under railroad retirement. 

Representative Poff has as constituents some nine thousand rail em- 
ployees in the Roanoke and Carbon Cliff districts and knows the de- 
sires of rail employees to eliminate this restriction. 

H. R. 1008 is a bill sponsored by a prominent member of this com- 
mittee, Honorable John Bell Williams. It eliminates the spouse re- 
striction from our act. Where a wife helps in the family budget and 
works for industry covered by social security her benefits are deducted 
from her spouse benefits under railroad retirement under the present 
law, and in the majority of cases it wipes out entirely her spouse bene- 
fits, her own social security benefit being greater than the spouse 
benefit. 

In the 84th Congress we had eliminated the so-called “dual 
restriction provision” so that if rail employees work after re- 
tirement for industry covered by social security they can, if they 
qualify for those benefits, receive same in addition to the railroad 
retirement check. 

Also, by act of Congress, this same provision was extended to widows 
who now benefit by the application of both acts; hence the dual re- 
striction today applies only to railroad spouses and it is really pe- 
nalizing thrift. They should be extended the same privilege as widows 
under our act. 

Today, if a retired employee on the rails qualifies for social security 
benefits, his wife, as a spouse, receives half of his social security bene- 
fits, plus her spouse benefits under railroad retirement, but if she works 
under social security, then she is penalized, which to say the least is 
very unjust. They should be allowed spouse benefits in full under 

‘ailroad retirement, plus any social security they have earned in their 
own right. 

Now, in regard to H. R. 4353, sponsored by our good chairman, 
which adds considerable fringe benefits to our act, that will add ma- 
terially to the operating costs ‘of the system, but will receive some sup- 
port from those affec ted, or, should we say, those who would benefit at 
the expense of others paying the costs. It provides that female em- 
ployees can retire at the age of 62 with less than 30 years of service 
and suffer a reduction of one one-hundred-and-eightieth for each 
month they are under the age of 65 years. 
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This is approximately an 80 percent basis, similar to provisions 
carried in the Social Security Act. 

The disability annuitants who are now restricted to earnings of 
$100 each calendar month will have the privilege of earning up to 
$1,200 per annum before they lose any part of their annuity. This 
provision is also carried in the Social Security Act today, where for 
every $80 they earn over the $1,200 each year, they lose 1 month’s 
benefits. 


The bill 


orovides that spouses’ benefits are payable at age 62 on 
a reduced 


yasis of one one-hundred-and-eightieth for each month 
they are under the age of 65 years, while this provision was also pat- 
terned after social security it only provides a reduction of 20 percent 
of what said spouse would receive at age 65, whereas social security 
provides a reduction of 25 percent in spouse benefits under similar 
cases, where they want to secure retirement at the age of 62 years. 

The insurance Jump sum known as the burial fund is under this bill 
frozen at $750, whereas under our present act it is much more liberal, 
and as the years roll by under the present act without such an amend- 
ment employees’ survivors can get several thousand dollars under this 
lump-sum insurance provision. 

Section 5 of the act is amended to permit widows living outside the 
corporate limits of the United States, whose husbands were employees 
of our American railroads, and paid the taxes into our retirement sys- 
tem, to be placed on the same basis as their counterparts in the United 
States and be permitted to earn up to $1,200 per annum before they 
were deprived of benefits. 

Under the present law they are restricted to 7 working days per 
month when living outside the country. This restriction was never 
intended to apply on railroad retirement; it is fully covered in House 
Report 1698 of the 83d Congress, 2d session, in connection with H. R. 
9366, of May 28, 1954. 

The amendments were made in the Social Security Act and were 
made applicable to widows of rail employees living outside the United 
States. 

We were very much in favor of having section 5 (i) (1) (11) of our 
Retirement Act amended so that those widows living outside the cor- 
porate limits of the United States be treated the same as their counter- 
parts in the United States. 

In this connection I had a lot of correspondence with some of our 
Canadian people. We have a large membership in Canada, in the 
various Provinces of Canada. 

I would like to insert in the record at this time a report on this 
particular feature by the Honorable F. Keith Higginbottom, who is 
a barrister and Queen’s counselor in Toronto, Ontario, in support of 
having this provision of the Railroad Retirement Act amended so 
that the widows of American railworkers in Canada will get the same 
benefits as their counterparts do on this side of the border. 

Mr. Mack. Isthat the statement you have ? 

Mr. Strack. It is on his own stationery. I would like to have it 
made a part of the record at this time. 

Mr. Mack. It may be included in the record at this point. 
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(The information referred to is as follows:) 


SINCLAIR, GOODENOUGH, HIGGINBOTTOM & MCDONNELL 
BARRISTERS AND SOLICITORS 


Toronto 1, CANADA, March 8, 1957. 
Re amendment to Railroad Retirement Act re working restrictions of Canadian 
widows. 
THOMAS STACK, Esq. 
President, National Railroad Pension Forum Inc., 
Ambassador Hotel, Washington 5, D. C. 


Deark Mr. Stack: I have had an opportunity of seeing some of the corre- 
spondence between you and Mr. Robert S. Moore of Toronto and am pleased to 
note the efficient manner in which your pension forum has brought to the atten- 
tion of the interstate and foreign commerce committee the unjust situation 
which has developed for Canadian widows by reason of the application of certain 
provisions of the Railroad Retirement Act. 

I happen to have personal knowledge of the manner in which the present law 
works to the prejudice of Canadian survivors whose husbands had been em- 
ployed by American railroads. My father was the Canadian passenger agent for 
the Lehigh Valley Railroad for over 30 years. He lived for 514 years after his 
retirement. My stepmother, who married my father in 1923, is now in receipt 
of a pension of $65.70 per month which, obviously, without other help, would be 
entirely inadequate for her support. To supplement this income and so as to be 
engaged in worthwhile activity, she obtained part-time work in a doctor’s office. 
She was not immediately aware of the restrictions which prevented her from 
working more than 6 calendar days per month. In the aggregate she only worked 
a few hours per month but found when she reported the nature of her employ- 
ment that she would have to refund the payments received during the time she 
was working. 

The ridiculous effect of the present law is that even if a widow works for 1 
hour in 1 day and works for more than 6 such days, even though only for an 
hour or two, she is deemed to have worked for over 6 days. When this matter 
was drawn to my attention and the situation looked into I was, of course, amazed 
that such a situation could exist and although in the case of my stepmother it 
represented a hardship, it would be practically a denial of a pension for those 
unable to obtain assistance through other sources in order to obtain sufficient 
money to live. Since going into the matter with Mr. Moore, we have found 
many similar cases and we are quite sure there are many more that have not 
been brought to our attention, and it is obvious that so long as the present act 
remains, there will be increasing numbers of Canadian widows subjected to this 
unfair discrimination. 

Insofar as Canadian and American economies are concerned, there is no sig- 
nificant difference between the respective costs of living and wage scales, and 
any limitation of earnings should be the same. It is obvious that there are 
practically no jobs that a widow can obtain where she can only work 6 days per 
month. 

I would earnestly urge that this situation be changed forthwith. It would ap- 
pear to serve no useful purpose to allow this to continue and make it necessary 
that appeals be made to the Canadian Government at Ottawa and to generally 
publicize this injustice throughout Canada, as I am sure that it was never in- 
tended by your American lawmakers that the act should work such unfair dis- 
crimination. I am sure that the good relations between Canada and the United 
States are such that this discrimination should not continue. The problem is, of 
course, aggravated by the fact that not only is there discrimination, but the 
regulations are such as to practically bar the Canadian widow from obtaining 
employment or can even have the effect of preventing her from enjoying the pen- 
sion to which her husband had contributed in the same manner and to the same 
extent as his American counterpart. 

If there is anything I can do to help the good work which you are doing, please 
let me know. This matter, although relatively small compared to many of the 
problems which concern the Interstate and Foreign Commerce Committee, is of 
great importance to the individuals now concerned and will be to many more in 
the future. 

Yours very truly, 
F. K. HiGgGInsorromM. 
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Mr. Srack. If the committee wishes other information on that, I 
have some 12 cases that have been submitted to me by the head ‘of 
the agencies in Toronto and some that we have developed ourselves 
that I will be glad to give the committee showing where som of these 
ladies had to pay the Retirement Board back as much as $8C0 for 
payments which they thought they had a right to and which they 
found out they should not have received under the 7- day clause. 

Mr. Mack. That may be left with the committee for their 
information. 

Mr. Strack. There is a clause on pages 8 and 9 of H. R. 4353 that, 
if enacted, will materially reflect on the taxing provision of the bill. 

As you know, social security has always increased benefits under 
that system and many increased benefits are planned for the future 
in connection with this act. When benefits are increased it usually 
calls for additional taxes to defray the costs of such benefits. 

This bill provides that any increase in the tax rate by social security 
would be added to the taxes paid by the rail employees. In other 
words, if taxes are increased say 3 percent under social security this 
3 percent would be added to the present high supporting tax under 
railroad retirement. 

I might indulge a few minutes in connection with that particular 
provision, also, 

Many of you elder statesmen on this committee recall back in the 
forties when the President of the United States and leaders in 
Congress had sharp disagreement regarding increasing the social 
security levy which was then 1 percent tax on the employee and 
employer. In fact, there was a breakup between the President and 
some of his leaders in Congress on account of that feature. But 
Congress did control and the tax was frozen at that particular time 
and it remained so for several years before it was increased. 

Today this bill, H. R. 4353, is predicated on the assumption that 
the social security taxes will go up to 8 percent in 1970 and to a total 
of 814 percent in 1975 and that the tax on the employer and employee 
will approximately be 9 percent when these taxes are raised. 

Now, if these increases are not allowed there is no reason to believe 
that the bill, H. R. 4353, is actuari: ally sound, based on future assump- 
tions because we do not know what those future assumptions are 
going to be. 

Nor do we know whether taxes under social security are going to 
be increased in the next few years to meet added benefits. 

There have been several provisions today that have been worked on 
in the House to increase social security benefits. In each case it would 
require that the social security tax base be increased. 

Therefore, I don’t think that provision should be considered in con- 
nection with any pending legislation that this committee considers. 

Because rail employees pay no part of the unemployment insurance 
taxes we have heretofore not commented on this application. How- 
ever, H. R. 4353 on page 12, prov ides that employees with 20 years of 
service will in addition to the 13 2-week periods—26 weeks—receive an 
additional 117 2-week periods of unemployment which totals 5 years’ 
benefits. 

The bill further provides that those who earn $4,000 per annum shall 
receive $10.20 per day unemployment benefits and those under this 
amount shall receive 60 percent of their daily rate, whereas retired rail- 
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roaders in the same category are lucky if they receive 25 percent of 
their daily rate when employed. 

This means that those in this category will receive every 28 days 
credit for 20 days unemployment, or $204 per month of 28 days. 

On a yearly basis this would amount to $2,652, whereas the maxi- 
mum railroad retirement benefit is now $186 per month. 

Hence, if an employee is let out between the ages of 60 and 65 years 
and earns while in the employ $4,000 per annum or more, it would be- 
hoove him to take his unemployment i insurance for 5 years rather than 
qualify for retirement benefits under our system. 

Now, we have many men, in fact, some of them working with the 
Retirement Board, who had service in the railroad profession for some 
10 or 15 years before connecting with the Retirement Board who would 
get credit for that service if they would work just 1 more year for the 
railroad. 

In other words, a man could come from the Retirement Board and he 
could start to work for a railroad. He could work for just 1 year and 
then he could retire and after he retired they would have to pay him 
unemployment benefits higher than railroad retirement for 5 years. 

This provision is a step forward to have the railroads who contribute 
all the supporting taxes to maintain the unemployment benefits pay an 
additional part of retirement benefits and no doubt it is a steppingstone 
to have them eventually pay for retirement benefits in full. 

You will note this bill provides that the railroads would pay up to 
4 percent on unemployment insurance, but we doubt very much if even 
this amount would suffice to discharge such an obligation as specified 
in the bill. 

It might be well to comment a little further on this feature. 

Originally the railroads paid 3 percent taxes in support of unem- 
ploy ment benefits. This fund, which is separate from railroad retire- 
ment, went over a billion dollars in reserve. We tried to use the excess 
in the fund to increase benefits under railroad retirement, but even- 
tually the railroads in 1948 went along with the 20 percent increase in 

‘ail pensions and annuities and succ eeded in getting their unemploy- 
ment taxes reduced to 14 of 1 percent. It stayed at this figure a num- 
ber of years until it depleted the fund under $400,000, at “which time 
it was raised as was the demand and is now 2 percent, which they pay 
to maintain this system. 

We have received within the past 10 days thousands of letters from 
members and active employees who are opposed to any increase in the 
tax rate or base. 

In this connection, Mr. Chairman, I would submit for the record 
a petition, and I think this is a copy of what has been sent to Mr. 
Harris, carrying 239 names of railroad employees in one railroad, 
the Missouri Pacific Railroad at St. Louis, Mo., protesting the passage 
of H. R. 4353, and consideration of the bills which we recommend. 

Mr. Mack. I think if it is agreeable with you, we will accept that 
and have that included in our files rather than in the record. 

Mr. Strack. I will give it to the reporter, Mr. Chairman. I think it 
is a very important thing because it shows the expressions of the rail- 
road employees in just one r ailroad. 

Mr. Mack. Yes; I think it is very fine, but I think it would be more 
appropriate for us to have it for our files 1 rather than to have it included 
in the record. 
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Mr. Strack. I think it was sent to Mr. Harris originally. I think 
he must have the original of it. I think Mr. Harris has it in his files. 

Mr. Mack. The Chairman can include it if he desires, but in my 
opinion I think it would be better to have it filed with the committee. 

Mr. Stack. Our people seem unanimous in their belief that they are 
already taxed too high for the benefits they receive. Every category 
of rail employees feel : similarly. 

I had a phone conversation with a chief clerk in New Orleans. He 
advised that it is difficult to hire efficient or intelligent employees in 
the younger brackets because when they explained the deductions 
taken from their pay under railroad retirement they refused to 
accept the job, making it necessary to hire employees of lesser quali- 
fications which tends to react to the efliciency of the operation of 
the rail carriers. 

This bill will add another financial burden on our people inasmuch 
as it will increase the tax rate to 714 percent on the basic maximum 
salary of $400 per month. 

This latter feature should receive no consideration as today we have 
97 railroads that have corporate pension systems of their own, which 
are supplementary to railroad retirement and in many cases employees 
who earn more than $350 each month. 

And, gentlemen, I got that information through our membership. 

I understand that Mr. Schoene, talking before the other body, 
brought out the fact that there were 55 corporate pension systems on 
the railroads today and that he asked the Retirement Board to get 
him information relative to these pensions. He also indicated that 
some of these pension systems discriminated against members of the 
labor movement or members of organizations represented by labor. 

Of the 27 railroads that I have, there are only 2 of them that have 
noncontributory pensions and those railroads give the pensions to their 
employees that are holding what they call excepted positions. 

We feel that they are entirely justified in taking a stand of that 
kind inasmuch as they are paying the taxes towards the system. How- 
ever, some other 25 railroads have contributory plans in which the em- 

oyee pays 41/4 percent and 41% percent of his earnings over and above 
Bc per month and when he retires he gets those pensions in addition 
to his railroad retirement. 

One eastern railroad alone has estimated that if the tax base is raised 
to $400 a month it will eliminate 50 percent of the beneficiaries on that 
particular road from a corporate pension and the employees on the 
road if they increase the base to $400, that are qualified to receive 
pension benefits will have a reduction of approximately $25 a month 
on their corporate pension system. 

The Retirement Board, however, sent out a letter to all the Ameri- 
can railroads under date of March 8 signed by Mr. Howard W. Haber- 
meyer, the chairman, requesting the information here in connection 
with our corporate plans and to know how many employees were in- 
volved and what the systems were and to give them the statistics and 
to know if they were based on an actuarial valuation. 

This matter, according to Mr. Schoene, was requested by labor who 
are trying to exploit the man: igement of the railroads by getting some 
information through the Retirement Board, but in any case, I would 
like to submit this letter of Mr. Habermeyer’s under date of March 8, 
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requesting this information from the railroads to be made a part of 
this permanent record. 
Mr. Mack. Is the letter addressed to you? 
Mr. Srack. It is addressed to all railroads in the country. 
Mr. Mack. Without objection it will be included in the record. 
(The letter referred to is as follows:) 


RAILROAD RETIREMENT BOARD, 
Chicago 11, Ill., March 8, 1957. 

Dear Sir: On February 27, 1957, the board received the following telegram 
from Senator Morse: 

“Senate Subcommittee on Railroad retirement anxious to develop all available 
information regarding supplemental pension and retirement plans in the railroad 
industry. You are requested to survey all such plans in the railroad industry 
and furnish us complete information as to coverage cost, financing benefits and 
administration. 

“WAYNE MORSE, 
“United States Senator, Chairman, Subcommittee on Railroad Retire- 
ment Committee on Labor and Public Welfare United States Senate.” 


In order to comply with this request, the Board would need comprehensive in- 
formation on all supplementary railroad pension plans now in operation. We 
are therefore asking you to furnish us at your earliest convenience all data per- 
taining to the supplementary pension plan or plans coveribg your employees. 

The data furnished should include the following items: 

1. Date of establishment of each supplementary plan now in operation. 

2. Latest official copy of pension rules and employee pension booklet, if avail- 
able. 

3. Number of employees covered under each plan and number of employees not 
covered under any of the supplementary plans. 

4. Pension statistics for the last several years, including number of pensioners 
on the rolls, number of new retirements in each of these years, pension disburse- 
ments, and total pension costs to the company. 

5. Findings of latest actuarial valuation, if made, with indication of level 
costs, unfunded accrued liabilities and level cost to employer. 

If you have no supplementary pension plan in operation, we would like to be 
so advised, but we would still like to have the total number of your employees. 

Sincerely yours, 
(s) Howarp W. HABERMEYER, Chairman. 


Mr. Moss. Mr. Chairman, I would suggest in connection with the 
insertion in the record that the committee staff be instructed to request 
of the Retirement Board the list of railroads receiving the commu- 
nication. 

Mr. Mack. We will have that information included in the record, 
Mr. Moss. I think that will be most helpful. 

(The information referred to is as follows:) 


RAILROAD RETIREMENT BOARD, 
Chicago, Iil., March 22, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington 25, D.C. 

DeEAR Mr. Harris: During the testimony of Mr. Thomas Stack, president, 
National Railroad Pension Forum, Inc., he introduced into the record a letter 
dated March 8, 1957, signed by me, requesting employers to furnish the Board 
information with respect to supplemental pension systems. Congressman John 
IE. Moss, at that time, requested that the Board advise the committee the names 
of the employers to whom this letter was directed. 

The subject letter was sent by the Board to the designated contact officials of 
all employers covered under the Railroad Retirement and Railroad Unemploy- 
ment Insurance Acts. 

Sincerely yours, 
HowarpD W. HABERMEYER, Chairman. 
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Mr. Strack. There are many in this bracket and one eastern railroad 
alone advises that raising the tax basis to $400 each month would 
eliminate 50 percent of their employees from getting benefits under 
their corporate pension plan. If this basis is established it will in- 
crease the taxes on employees in the higher rate brackets from the 
present $21.88 per month to $30 each month, and as the railroads pay 
an equal share it would mean that employees in this class would pay 
toward their retirement the sum of $60 each month, or $720 each year, 
for retirement benefits. 

This increase is enormous in view of the fact that if employees were 
working for industry covered by the Social Security Act, the employer 
and employee contribution would be only $189 per annum. 

In considering that Social Security pays the major part of railrcad 
retirement benefits it is a question of much study why taxes under 
railroad retirement should be increased at all. 

Our trouble today with railroad retirement is the level cost basis, 
which is based on projections over a period of 50 years, with phantom 
liabilities assumed by the actuaries to devoid any excess of money 
for present benefits. 

Our reserve today in railroad retirement is $3.8 billion, yet they 
tell us this cannot be used to increase benefits under our act as it is 
charged against future liabilities. The facts indicate, however, that 
since 1937 until 2 years ago when $4 billion was paid in benefits 
under railroad retirement, that considering we have $3.8 billion today 
in the reserve, that Social Security is paying the major part of our 
benefits, that we paid back a loan of a half a billion dollars to the 
Federal Government to start our system, the financial condition of 
the fund is not in jeopardy, nor will it be for many years to come. 

The 60 actuarial survey of the railroad retirement account was 
based on a $5 billion taxable basis, whereas today the payroll of the 
carriers for the fourth time exceeded $6 billion. 

Kindly refer to the monthly review of the Railroad Retirement 
Board January 1957, pages 8 and 9. It states, and I quote: 

Although there was practically no change from 1955 to 1956, in the number of 
workers in employment covered by the Railroad Retirement Act, but the pay- 
rolls rose in substantial amounts. 

There have been since 1937 11 rounds of general increases granted 
rail workers, whereas our retired people in the same period received 
20-percent increase in benefits in 1948; 15-percent increase in 1951, 
and 10 percent last July, which was entirely inadequate to meet the 
ever rising living costs. 

Every increase in base pay for the employees meant additional taxes 
into railroad retirement. 

In 1937 less than 10 percent of our employees were earning $300 per 
month. 

In 1956 the average earnings went over $2 per hour for the first 
time. When the base was increased to $350 per month it gave con- 
siderable to our Retirement Board. : 

The financial interchange provision with the social security trust 
fund is another source of revenue for the Retirement Board. It must 
be noted in 1951 hearings that the cost of reinsurance of rail employees 
under the Social Security Act was testified by the actuaries at $700 
million; however, on June 30, 1952, it was found that all we owed 
Social Security was $432 million. 
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June 30, 1956 report showed that we owed Social Security $208.8 
million and that railroad retirement had reduced their debt to Social 
Security in 1 year $121.8 million. 

The benefit payment credited to railroad retirement by Social 
Security was $297.3 million. Soon our obligation to Social Security 
will be wiped out and the moneys received from Social Security will 
be a windfall to our retirement system, but it is not the employees 
who are benefiting from the integration with Social Security, but 
the railroad retirement account. 

The Railroad Retirement Board always prides itself with the cost 
of operation. However, in 1955, the administrative costs exceeded 
$7 million for the first time, which was 39.6 percent higher than oper- 
ation costs in 1947. 

We know that every railroad employee is interested in the solv- 
ency of the fund, so if it can be proven without doubt that our rail- 
road retirement needs more financing it should be brought to the atten- 
tion of the committee that our railroads are not paying enough to- 
ward railroad retirement benefits. 

In our 1934 and 1935 act, which was the start of our system and was 
controlled entirely by the employees themselves and not the labor 
groups, the railroads paid two-thirds of the supporting taxes, whereas 
the employees paid only one-third. It was when those acts were held 
unconstitutional that the brotherhood leaders first came into the pic- 
ture and immediately agreed with management that employees should 
shoulder 50 percent of the supporting taxes, but today the picture has 
changed. 

The railroads receive full credit for their contributions to railroad 
retirement through the statements to ICC. 

Again they receive additional relief through the corporate income 
tax provision which allows them a 52-percent reduction in their cor- 
porate expenses for income-tax purposes, so while they pay on paper 
614 percent of taxable payroll, they actually pay only 48 percent of 
this figure, or in their proportion of the present 614 percent on a base 
salary of $350 per month. 

They actually only subscribe 3 percent. 

We feel that any additional cost necessary in the passage of bills 
should be born in full by the railroad company. 

When in 1948 this Congress saw fit to increase all rail pensions and 
annuities 20 percent the records show that those same obstructionists 
were very much opposed on the grounds that such an increase w ould 
wreck the railroad retirement account, and they pleaded with crocodile 
tears against such an increase which, however, Congress granted, only 
to find when the fourth actuarial survey was made by independent 
audit the following year that the account was still solvent and that 
the 20 percent granted at that time, while inadequate, did not reflect on 
the financial conditions of the fund. 

Another feature on financing that I feel should have the considera- 
tion of this committee is a more profitable investment of the railroad 
retirement reserve. Last year we received in excess of $110 million in 
interest from our reserve from the Federal Government on the basis 
of 3 percent. Many Government securities pay much greater returns. 
FHA mortgages, some Federal certificates, and even the sav ings bonds 
now pay in excess of 3 percent and those securities are insured as to 
their value by the Federal Government, hence no loss is anticipated. 
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We have some railroad stocks that today are outstanding in our 
commercial world. To name a few, the Pennsylvania Railroad that 
has paid cumulative dividends for 103 years. 

We have the Norfolk & Western that has paid dividends over 30 
years. 

We have the Chesapeake & Ohio Railroad, the Union Pacific, and 
the Santa Fe, and many others, that have paid large dividends for the 
past decade. 

It would seem from this observation that some of our reserve could 
be invested in those systems. It would tend to interest employees to a 
greater degree to know that their railroad retirement fund was in- 
vested in railroad stock and would give them a keener interest in the 
operation of the roads as they would feel interested in their own 
enterprise. 

If the survey of this committee finds that our retirement taxes can- 
not meet the obligation of the legislation we desire, then our employees 
would not mind an increase to 7 percent on a base salary of $350 per 
month, which would enrich the account another $75 million, perhaps 
more, on the present taxable payroll, but in recommending this in- 
crease they want the legislation they seek and not fringe benefits such 
as H. R. 4353 provides. 

I might say in this respect that we have a sharp disagreement with 
even some of our officers regarding the tax base to even 7 percent of 
taxable payroll. Some of the boys felt that they were associated with 
us only because we tried to keep the railroad tax at a moderate figure 
and that we try to keep taxes down and not increase them. 

Hence they were very opposed to this feature. It is only as a last 
resort that I am offering it as a recommendation. 

We are all facing the same destiny. One day we will have to give 
an account of our stewardship as we will be stewards no longer. It is 
no thrill climbing the ladder of time. My life’s sun is gradually set- 
ting in the west. I plead with you this day to observe our recom- 
mendations. We all are doing God’s work in trying to help our fellow 
man who individually is unable to help himself. 

Now, there are a few observations that I made in connection with 
some remarks that have been made to the committee that I would like 
to mention at this particular time. We have a large number of em- 
ployees today on the railroad that are what they call joint employees 
under the Railroad Retirement Act. I have secured figures from the 
Western Union Telegraph Co. to the effect that some five thousand 
joint employees with the Western Union and the railroads are joint 
employees in which the salary paid by the Western Union is subject 
to the social-security tax and the salary paid by the railroads is subject 
to the railroad-retirement tax. 

We have another similar situation in Cincinnati involving Procter & 
Gamble Co. where that organization pays the railroad employees for 
a third of the amount and the Big Four pays a third of the amount 
and the B. & O. pays a third of the amount. 

In other words, there are 2 railroads and 1 private concern in this 
country contributing to the employee’s salary. 

When it is paid by the industry like the Procter & Gamble Co., they 
deduct the social-security taxes from their pay. 

Since the 5-day week came in we have had an awful lot of active rail- 
road workers who are trying to supplement their pay and they get jobs 
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with building and loan associations as bank guards and in various ca- 
pacities and some even go out selling real estate where they can earn 
maybe as a commission on 1 deal $2 000. 

Now in reporting those $2,000 to the Government they pay the self- 
employment tax on the $2,000. Those men are already reinsured by 
the railroad retirement who pays the tax on those employees to the 
Social Security. 

Why does not the Retirement Board, if they need additional money, 
go after this duplication of the tax? There is no law in the countr y to- 
day that provides that employee has to pay two sets of taxes on his earn- 
ings. He would either have to pay one or the other, but he would have 
to pay two taxes if he works for a railroad and works for an industry. 

But he gets two benefits, but the idea is that Railroad Retirement 
iS paying taxes on that man’s social security back to 1937, whereas he 
is paying taxes on the money he is earning today and earning social 
security in his own right. 

When he retires the Retirement Board will get not a cent from 
Social Security towards his benefits. 

I think that is a very important feature and I think it is a feature 
there that will get considerable money for the Railroad Retirement ac- 
count if they will go into that particular phase of our railroad retire- 
ment. 

Now, you heard Mr. Oliver this morning talk on unemployment in- 
surance. In fact, he seemed to know all the answers in connection with 
it.. We were interested from a practical standpoint, too, in the layoffs at 
Altoona, Pa., and on December 14, the big layoff that was in the West 
Albany shops of New York Central at West Albany, N. Y. 

We also knew at that time that many of these men, if it could be done, 
could go out and work in Auburn, Wash. at what they call the Bev erly 
shops of the Milwaukee, where they were looking for machinists and 
mechanics in their shops and couldn’t get them. 

But the thing in connection with railroad retirement is that many of 
these men in the shops had anywhere from 20 to 40 years of service. 

They carried no seniority rights to go into other divisions or any 
other shop. 

While I am not authorized to speak for the railroads I certainly 
think we are justified in taking that feature into consideration, that the 

railroads are not to blame for the lack of these older employees not 
being hired in some other shops of other railroads bee ause the thing that 
is working against those employees today is your seniority rules which 
are made over the bargaining table by these brotherhood leaders and 
they have refused toc hange those rules so that a man could leave a shop 
at Albany and go out to a shop at Auburn, Wash., and get his seniority. 
He would have to start there as a new man. 

There are few that want to pull up their stakes, if they have their 
families in one particular place for a number of years, to go to another 
place on such a flimsy deal as that, that he w ould start as a new man in 
his new line of work. 

Mr. Mack. Does that conclude your statement, Mr. Stack? 

Mr. Strack. Mr. Chairman, I would like also to clarify another thing 
in connection with this bill, H. R. 4353. It proposes that the railroad- 
retirement taxes will be raised up in accordance with the social-security 
increases in 1970 and 1975. 

Mr. Mack. That was in your statement, was it not? 


t] 
V 
d 


SO 
th 
M 
ye 


a 
th 


er 





RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 295 


Mr. Strack. Our railroad tax tends to increase it to $4,800. 

I want something put on the record here to know whether the rail- 
road men under this increased social security are going to be taxed 
on the basis of the social-security tax which is based on 42 hundred, 
or whether they are going to be taxed on the basis of 48 hundred that 
the railroad-retirement tax now provides. 

Mr. Chairman, following my remarks, I have a statement here by 
our public relations and research director, Mr. Walt Sands, under 
date of March 12, that I would like to have made a part of the per- 
manent record also. It deals with the discrepancy between railroad- 
retirement benefits and social-security benefits and taxes. 

Mr. Mack. I am just wondering if that would not appropriately 
go into our files, too. 

Mr. Sracx. I think that is very important to the committee. I 
think that is something that the entire committee should dwell on. 

Mr. Mack. Of course, the entire committee has access to the files. 
We do not want to make the record too voluminous. 

However, we have been accepting statements of in dividuals who 
desire to file statements with the committee. We will have this in- 
cluded in the record. 

This is all you want included now 4 

Mr. Strack. I really would like to bring the attention of the com- 
mittee to the statement of Mr. Robert J. Myers, the chief actuary of 
Social Security, which is in the record. It does provide under certain 
conditions that railroad-retirement taxes under this present plan will 
go to 20 percent of payroll. It is carried on page 3 of his remarks. 

Mr. Mack. The Chair will accept this and have this included as a 
part of the record. 

(The material referred to is as follows:) 


STATEMENT OF WALT SANDS, PUBLIC RELATIONS-RESEARCH DIRECTOR OF THE 
NATIONAL RAILROAD PENSION ForuM, INc., CHICAGO, ILL. 


Mr. Chairman, and members of the committee, my name is Walt Sands. I 
reside at 7548 Coles Avenue, Chicago, Ill. I am public relations and research 
direction of the National Railroad Pension Forum, Inc., a nonprofit organization 
of railroad employees with membership on 321 American railroads and affiliated 
rialroad bureaus, chartered under the State laws of Illinois. I am also editor 
of Rail Pension News, published by the forum. 

I have worked over 30 years for the railroads. For the past 29 years, I have 
been employed as freight inspector for the Eastern Weighing and Inspection 
Bureau, in Chicago. My duties at various railroads keep me in steady contact 
with white collar workers, switchmen, engineers, conductors, shop mechanics, 
yardmen, and others. The vast majority of us want to know why we should 
now pay almost three times more retirement taxes than our neighbor pays for 
social security, and we want to know why we do not receive at least twice as 
much more in benefits. 

This vast discrepancy between the two systems is directly responsible for 
the tons of mails, telegrams, and petitions from all 48 States, to you distinguished 
Members of Congress, during the past 11 years. 

To help you gentlemen correct this vast discrepancy immediately, and provide 
your secretaries with more time to answer mail on other subjects, I hereby submit 


a plan for your kind consideration, which, in my opinion, may help to provide 
the necessary funds to pay for the cost. 


FORUM PROGRAM 


Full retirement at age 60 after 30 years of service, or after 35 years of service 
regardless of age, with annuities based on our 5 years of highest earnings. 

Elimination of the “last-employer” clause, which now prohibits a retired rail 
employee from receiving his railroad retirement annuity, if he “continues” in 
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any and all employment (other than railroad employment) in which he was 
engaged, prior to the time he retired from the railroads. 

Elimination of the spouse “dual-benefit” restriction which now reduces social- 
security benefits from railroad-retirement benefits. 

10 percent increase in all pensions and retirement annuities. 

And other changes in the existing railroad-retirement law, which will be 
explained by our president, Mr. Thomas G. Stack, during the current Senate and 
House hearings. 

Incidentally, the vast majority of the Nation’s rail employees are not in sym- 
pathy with H. R. 4353, sponsored by the rail union leaders. Instead, and your 
mail will prove this to be true, they want legislative enactment of House and 
Senate bills supported by the National Railroad Pension Forum, to wit: H. R. 
3974, H. R. 880, H. R. 3755, H. R. 4312, H. R. 3545, H. R. 4676, H. R. 4677, H. R. 
3855, H. R. 4523, H. R. 3756, H. R. 3421, H. R. 1008, H. R. 3420, and S. 945. 

The vast majority of the Nation’s rail employees want these bills enacted. 
Mr. Thomas G. Stack’s testimony in support thereof, should be considered most 
thoughtfully by you distinguished Members of Congress, as representative of the 
wishes of the Nation’s rail employees, rather than the usual cut and dried ideas 
of the rail labor leaders and/or the Railroad Retirement Board. 

Congress has a financial problem to solve. Regardless of any and all proposals 
to increase railroad-retirement benefits. With rising inflation and decreasing 
railroad payrolls, due to automation and dieselization, this dilemma keeps 
getting worse. The folowing solution is sumitted as an immediate and/or even- 
tual answer to proper financing of the railroad-retirement fund in perpetuity. 


FULL SOCIAL-SECURITY COVERAGE FOR ALL RAIL WORKERS IN ADDITION TO FULL RAIL- 
ROAD-RETIREMENT COVERAGE 


The present deficit in the railroad-retirement fund amounts, on a level-cost basis, 
to $169.4 million. When the 1955 amendments to the Railroad Retirement Act 
were enacted, a deficit occured amounting to $86.4 million. When the 10-per- 
cent increase in all benefits was enacted on July 1, 1956, an additional deficit 
occurred, amounting to $83 million. Thus, the former deficit of $86.4 million 
added to the $83 million deficit totals $169.4 million. This is a serious situation 
that must be corrected immediately. 

Since layoffs are increasing due to dieselization and automation, less rail em- 
ployees will be paying into the railroad-retirement fund in spite of the fact that 
each and every rail employee will have benefits coming to him later, under the 
present system of financing which must be changed, if the railroad-retirement 
fund is to survive. Eventually, there will be less than 1 million rail employees 
on the Nation’s railroad payrolls. 

During the past year 50,000 rail employees have been laid off. Because most 
had maximum earnings, each employee paid $21.88 per month taxes (the railroads 
paid a similar amount) or a total of $43.76 per month, or $525.12 per year. 
What does this means? Exactly and definitely, the fact that 50,000 times 
$525.12 equals $26,256,000. 

In brief, this means more than $26 million will not be received by the rail- 
road-retirement fund, and as time goes on, with more and more dieselization 
and autcmation, there will be less and less taxes paid into the railroad-retire- 
ment fund. It is simply impossible to increase benfits if less and less employees 
are contributing into the kitty. 

The “only” answer is to include rail workers under social security, with basic 
benefits under that system, and to give them supplemental benefits under the 
raiiroad-retirement system. 

Congress has been fooled 100 percent by the actuaries of the Railroad Retire- 
ment Board who do not want Congress to believe that such a plan is possible. 
Why? To protect their very own jobs, to maintain the Railroad Retirement 
Board as a permanent bureaucracy. It is now time to look at the facts. Times 
change and wise men change with them, is an old proverb. It is time for a 
change. The present system of financing the railroad-retirement fund is im- 
practical, and in the long run, impossible. If this were not true, why does a 
deficit of $169.4 million now exist? 

Because the social-security system covers most of the Nation’s workers, absorp- 
tion by that system is the only answer. More people are in that system than 
those in the railroad-retirement system, and therefore the cost per person is less. 

For example, 1 industrial worker now pays a tax rate of 2% percent on the first 
$350 earnings into the social-security fund. Maximum cost per month, $7.88. 
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One rail employee pays a tax rate of 6%4 percent on the first $350 per month 
earnings into the railroad-retirement fund. Maximum cost per month, $21.88. 

One rail employee now pays almost 3 times more taxes, or aS much as the 
combined tax paid by 3 industrial workers. 

Three industrial workers and their families, therefore, may receive social- 
security benefits in return for the same amount of taxes paid by 1 rail employee. 

The present maximum under social security is $108.50 per month for a retired 
industrial worker. 

The present maximum under railroad retirement is $183 per month. However, 
since rail workers pay almost 3 times more taxes, the present railroad-retirement 
maximum should be 3 times $108.50 (social-security maximum), or $325.50 
per month. 

Why should 3 industrial workers each receive $108.50 per month, or a total 
of $325.50 per month, in return for the same amount of retirement taxes paid 
by 1 rail worker? 

Under both systems, the United States Treasury collects the taxes and pays 
the benefits. In ratio to taxes collected and benefits paid, those under social 
security get more for their money. 

Under the financial interchange with the social-security system, rail workers 
have been misled to believe that, as a result of the 1951 amendments, we rail 
workers are “reinsured” under the social-security system retroactive to January 
1, 1937. In other words, the theory is that the railroad-retirement system pays 
to the OASI trust fund taxes on railroad payrolls at the social-security tax rates 
and, in return, is reimbursed by that fund for the additional benefits the social- 
security system would pay with respect to railroad employment had such 
employment been included in social-security coverage. 

For example, if a rail worker had a retirement annuity due him, in the amount 
of $160 per month, the social-security fund would pay $108.50 and the railroad- 
retirement fund would pay him the difference, or $51.50. In brief, the social- 
security fund would pay two-thirds of the annuity as compared to one-third being 
paid by the railroad-retirement fund. 

Why should a rail worker pay three times more taxes than his neighbor pays 
into social security, which pays two-thirds of railroad-retirement benefits? 

Survivor benefits under both systems are practically identical as to benefit 
amounts, requirements, etc. Therefore, all survivor benefits should be given 
gratis to the Nation’s rail workers, under the so-called financial interchange with 
the social-security system, without any financial charge to the railroad-retire- 
ment system of financing. 

It is interesting to note the following table on page 125 of the Railroad Retire- 
ment Board annual report with the sixth actuarial valuation as of December 20, 
1955 (printed 1956) : 


Taste A-6.—Breakdown of costs of benefits payable under the Railroad Retire- 
ment Act exclusive of the effect of the financial interchange (valuation as of 
Dec. 31, 1953) 


Percent of 


payroll 
BOCINE TNE. CR ai cs esissnch de easennitinnialt nities eine ie 2. 59 
RU RWUON | MORDRIOERT  COPCGNN ns oo Soc ns dorks ota ve wins escent ences eeaees cea ee ee 3. 82 
eeam. pdymentee 2. en ee ee 44 
OE - BO icc nik pcictindatngt-send bernie a ee 16. 85 


The above table indicates that the cost of railroad-retirement benefits “exclu- 
sive” of the financial interchange with the social-security system, would cost rail 
employees and employers a total of 16.85 percent of payroll. 

Assuming this to be true—and Congress always accepts Railroad Retirement 
Board figures and reports as being accurate—let’s do a little mathematical fig- 
uring. 

Since the social-security fund now pays two-thirds of all railroad-retirement 
benefits, the above 12.59 percent of payroll should equal 8.39 percent of payroll 
(two-thirds of 12.59) and 3.82 percent of payroll chargeable to survivor benefits 
should be eliminated. The .44 percent of payroll chargeable to residual pa ments 
should be maintained in addition to the administration charge of .14 percent of 
payroll. 

In brief, 8.39 plus .44, plus .14 equals 8.97 percent of payroll, as compared to 
the present 12.50 percent of payroll, or a savings of 3.538 percent of payroll. 

Three and fifty-three one-hundredths percent of payroll is equivalent to approxi- 
mately $175 million, on the basis of 1 percent of payroll being equivalent to $50 
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million in benefits. This should take care of the present deficit of $169.4 million, 
with some $6 million additional. 

In brief, full social-security coverage for the nation’s rail workers, as a base, 
in addition to full supplemental railroad-retirement benefits, is necessary to elim- 
inate the present deficit, and at the same time provide sufficient funds to pay for 
the cost of the program supported by the National Railroad Pension Forum. 

Mr. Strack. That is all I have, Mr. Chairman. 

Mr. Mack. Does that conclude your testimony here today ? 

Mr. Strack. That is right. 

Mr. Mack. Does the committee have any questions? 

Mr. Hater. I just want to know, Mr. Stack, the order of importance. 
You commented on five bills. Which do you regard as the most 
important ? 

Mr. Sracx. The majority of our members are employees. From 
the majority standpiont, what they want is retirement at 60 with 30 
years of service, or 35 years of service regardless of age. 

Mr. Hate. Taking the bills by their, numbers, 3947 is the one that 
interests you the most ? 

Mr. Strack. 3974. It is on page 2, the last paragraph. I mentioned 
those bills in the order that we want them supported. 

Mr. Harr. You have 3947 at the top of the paper and then you 
have 3974; but that is the one that interests you the most ? 

Mr. Strack. That is right. 

Mr. Hater. In the order of importance, where do you put 4353 
4553 is the bill in which there seems to be the most interest. ie 
you not interested in that? 

Mr. Sracx. We are interested in a couple of provisions in that. 
We are , interested in the 10-percent increase, and we are interested 
in the provision éliminating the Canadian widows from the 7-day 
work restriction. We are not interested, however, in increasing the 
tax rate or base in that bill. 

Mr. Hate. You are very much opposed to H. R. 4353 as it stands? 

Mr. Strack. As it stands; yes. 

Mr. Hate. Now, these other three bills, 4523, you do not like that 
as it stands; do you? 

Mr. Srack. We don’t like it better than 3974, but we would like 
to see that provision written also into our act. 

Mr. Hater. What you really want is 3974? 

Mr. Strack. We want 3974 for our working employees, and we would 
like to have 1008 as far as our spouses are concerned. We would 
like to have that dual restriction on spouses eliminated. 

Mr. Hater. 3974 and 1008, those are the two that you want? 

Mr. Sracx. The most important ones, we think. 

Mr. Mack. Do we have any other questions from the committee ? 

Mr. Moss. Yes; I have just a few questions, Mr. Chairman. 

I find myself somewhat confused as to exactly what you, Mr. Stack, 
are urging the committee to report and what you would like to report 
and what you would like to see us kill. 

As I understand it, other than the foreign widow provision and the 
10 percent merease, you are opposed to all other features of H. R. 

4353 and H. R. 4354 

Mr. Srack. T hat at 

Mr. Moss. You are opposed to any of the other bills that carry with 
them any increase in the employee contribution ? 
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Mr. Stack. That is right. 

Mr. Moss. It is your contention, then, that the actuarial studies 
presented to date to this committee are inaccurate ? 

Mr. Srack. Not that they are inaccurate, but they are based on a 
formula. 

Mr. Moss. They are based on certain assumptions as they must al- 
ways be. 

Have you any actuarial studies undertaken by your group with 
which you could supply the committee to bear out your contentious 
that the assumptions on which the figures so far submitted are in 
error or not valid ? 

Mr. Strack. I wouldn’t say that they are in error. It is merely a 
different way of computing them. 

Mr. Moss. Then you would question the validity of the assump- 
tion ? 

Mr. Stack. The estimates and assumptions. 

Mr. Moss. I am asking, do you have, then, any other actuarial 
studies prepared by people of equal competence which you could sup- 
ply to the committee ¢ 

Mr. Strack. No, we have not. 

Mr. Moss. In other words, your statements, then, are based on 
personal observations ¢ 

Mr. Stack. That is right. 

Mr. Moss. Personal opinions? 

Mr. Stack. And our research department. 

Mr. Moss. Is your research department staffed by men of competence 
in the field of retirement systems ? 

Mr. Srack. I have just presented Mr. Sand’s remarks here in con- 
nection with railroad retirement. 

Mr. Moss. You said that is the statement of your publicity direc- 
tor 

Mr. Sracx. He is our research director, public relations research 
man. 

Mr. Moss. In researching he has researched existing statistics, he 
has not undertaken an independently prepared actu: atial study. 

Mr. Strack. That is right. 

Mr. Moss. I am also intrigued by the statement that after a certain 
period of time the interchange between the social-security system and 
the railroad retirement system will be one entirely to the advantage 
of retirement fund. 

Mr. Strack. Not according to Mr. Myer. 

Mr. Moss. I am quoting your assumptions, Mr. Stack. 

Mr. Srack. Yes. 

Mr. Moss. Do you have any figures? 

Mr. Stack. We agree with the Board on those figures. 

Mr. Moss. Which Board ? 

Mr. Strack. The Railroad Retirement Board. 

Mr. Moss. You are in disagreement with Mr. Myers? 

Mr. Stack. Yes. I think that Mr. Myers has not estimated that, 
used the right formula. 

Mr. Moss. As I recall the testimony the other morning, there is 
only a degree of difference between the conclusions of Mr. Myers and 

90453—57——-20 
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the Board, but nowhere was there the sweeping conclusion which is 
injected in your statement on page 9: 

Soon our obligation to social security will be wiped out and the moneys re- 
ceived from social security will be a windfall to our retirement system. 

That isa rather far-reaching statement. 

I was wondering if you could supply the committee with any statis- 
tical studies, any actuarial opinion which would substantiate that 
statement. 

Mr. Srack. Mr. Moss, you can see over the period of time that they 
have practically wiped out their entire debt to social security. 

Mr. Moss. Yes. I understand that is a continuing exchange to bring 
about balance between certain obligations of the two funds. 

Mr. Srack. That is right. 

Mr. Moss. It is felt that there might be a possibility of achieving 
balance. But nowhere in the testimony of either Mr. Myers nor the 
representatives of the retirement fund ‘did I find a statement that it 
would become a one-way street in the future as is indicated in your 
statement. 

Mr. Strack. Here is a letter of October 11, 1956, written to me by Mr. 
Thomas M. Healy, of the retirement board in which he gives me some 
of the figures that I have used in connection with this brief. 

Mr. Moss. Does he give you a figure which would substantiate the 
statement in the first paragraph of your prepared text, page 9? 


Soon our obligation to social security will be wiped out and the moneys received 
from social security will be a windfall to our retirement system. 


Mr. Srack. Yes. In the last paragraph of his letter. It says. 


From the above tables you can see that there was no transfer of funds from 
the social security to Railroad Retirement Board under the financial inter- 
change. However, the balance in favor of social security was decreased $121.8 
million. There will be no transfer of funds by social security to the railroad re- 
tirement account until such time as this balance is wiped out. 

Mr. Moss. And I believe his statement the other morning indicated 
that within a period of years we will reach the point where the flow 
will be reversed. So that there is a continuing balance that has to be 
achieved in the interchange. 

Mr. Srack. As Mr. Niessen said, the interchange would work in 
favor of railroad retirement. Mr. Myers said it does not. 

Mr. Moss. I can go back to Mr. Niessen’s statement. He indicates 
a period of years at which time there would be then a reversal of flow 
of funds. 

On page 5 of Mr. Niessen’s statement : 

Later on as the social security tax rate goes up according to the present schedule 
and dual benefits become more frequent than today, the credits in our favor are 
expected to gradually diminish until there will begin a flow of funds in the 
opposite direction. For example, in the direction of the OASI and the DI trust 
funds. 

Which would indicate that Mr. Niessen is in concurrence with the 
statements substantially of the retirement fund representatives and, 
other than just the degree, the statement of Mr. Meyers of the Social 
Security Board. 

Mr. Strack. But, Mr. Congressman, regarding that feature, as you 
understand it, if a man wants to retire today under social security 
he has to have 13 quarters of coverage. 
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If a man wants to retire in 1970 or 1974 he would probably need over 
20 quarters of coverage. 

So the average man won’t have the social security that he has today. 
Mr. Moss. Mr Stack, one of the greatest difficulties that you have 
in working on retirement legislation or retirement systems of any kind 
is to bring standards of comparisons between different systems with 
different benefits and different rates of distribution. They are very 

difficult to compare. 

And comparisons with social security, using a system such as this, 
would also be most difficult. 

We encountered that difficulty quite pointedly last year when we 
rewrote some of the provisions of the Federal employees retirement 
system and we worked on that and we find, as always, that there are 
areas of disagreement. 

I am interested in your assumption that you can increase the benefits 
10 percent without increasing the rate of contribution. I am wonder- 
ng if you have any actuarial ‘study that will substantiate that position ? 

{r. Srack. We have no figures on that, Mr. Moss, but we do feel, 
however, that there is no fear of the fund becoming insolvent with 
the huge reserve that is in there. 

The only way to determine what the cost of these bills is is to pass 
them and then know what the cost is and provide additional funds. 

Mr. Moss. You urge upon this committee a completely irresponsible 
action. A retirement fund is just that: It is funds held in trust for 
the benefit of all who contribute so that there will be something there 
to meet the obligation to them at the time they have a legitimate de- 
mand on the fund. 

It is our responsibility to insure that that fund be a sound one at all 
times. 

Now, we had those who appeared before the committee last year 
when we were studying civil service retirement. It was stated that 
because of some $7 billion of trust funds accumulated we could con- 
siderably increase the rate of benefit and take care at some time in the 
future and yet statistically the fund was then $13 billion deficient. 

Now, we cannot approach this problem ever without sound advice. 
That means some supporting documentation which would indicate 
that the position we take is a well-founded one. 

Certainly every member of this committee is interested in increasing 
benefits to the fullest, consistent with a sound fund, but the voice of 
experts so far given indicates that that is not possible unless the tax 
rate is also increased. 

Now, you contend to the contrary. I am just interested in whether 
or not you have equally well-doe umented facts supporting your con- 
tention, or whether it is just a matter of person: il opinion. 

I think you owe it to the committee in making such a contention to 
supply us with facts which will fully stand searching inquiry and 
study. 

Mr. Srack. All I have, Mr. Moss, is the study by the Senate and 
House committee under Senate Resolution 51. It gives a lot of facts 
and figures regarding railroad retirement. 

One of the main things they give us is the idea of a pay-as-you-go 
basis in which they provided at that time that the tax might go to 10 
percent on the employees. 
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If this tax is going to go to 10 percent why should we make projec- 
tions on a period of 50 years when there will be few in this hall—— 

Mr. Moss. Then your response to my question is “No,” that you 
do not have any such studies to support the contentions made in your 
statement ? 

Mr. Strack. That is right. 

Mr. Moss. Mr. Chairman, that is all the questions I have. 

Mr. Mack. Mr. Younger? 

Mr. Youncer. Mr. Stack, I missed the early part of your prepared 
statement, but I have gone back through it. I di not find the number 
of railroad employees that you represent. You say you have some 
eighteen hundred group leaders. 

‘Mr. Srack. W ell, we have about 126,000 employees as members of 
our group. 

Mr. Youncer. You mentioned 125,000 circulation of your Pension 
News, but you have how many ? 

Mr. Stack. 126,000 this year. 

Mr. Youncer. That you represent ? 

Mr. Stack. Yes. 

Mr. Youncer. That subscribe to your viewpoint ? 

Mr. Strack. That is right. 

Mr. Moss. Would you yield at that point ? 

Mr. Youncer. Yes. 

Mr. Moss. I am interested in the statement you have 126,000 who 
subscribe to your viewpoint. How is that determined ? 

Mr. Strack. I would not say our viewpoint. That is determined by 
the group leaders. Those are the boys that represent those men. In 
many cases they are elected by those employees. 

They come in and voice the opinion for the employees in their terri- 
tories. 

Mr. Youncer. Then you have no referendum either among your 
employees as to the bill which you recommend ? 

Mr. Srack. Yes, I have. I submitted a statement over here with 
some couple of hundred names. The Speaker got one today from the 
Illinois Central Railroad in which over 600 names opposed your 
chairman’s bill and supported our legislation. 

Mr. Youncer. That is different. Six hundred as against 126,000-—— 

Mr. Stack. Yes, but that is just one railroad. 

Mr. Youncer. That is not a referendum. You say you have not 
conducted a referendum of the 126,000? 

Mr. Srack. That is right. They did not know anything about this 
bill until 2 weeks ago. 

Mr. Younerr. I am interested in your logic on page 9 where you 
say that the railroads receive through the corporate tax a 52 percent 
reduction and as a result they only pay 48 percent of the 614 percent 
of payroll. 

If you use that line of argument, they pay only 48 percent of the 
payroll and the Federal Government pays the 52 percent of the entire 
payroll; isthat not true ? 

Mr. Stack. That isright. 

Mr. Youncer. So if you use that kind of argument, the Government 
is more interested than the railroad is. 

Mr. Strack. That is right. 

Mr. Youncer. Which is not very good, sound argument. 
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Mr. Strack. They get a rebate in there of that 52 percent. 

Mr. Youncer. The same argument applies to the payroll that is 
deduct ible fr om the income tax. 

Mr. Stack. Of course, they charge all their retirements. 

Mr. Youncer. They charge all ‘their payroll, of course, and every 
other corporation does. T hat is true of all corporations, United States 
Steel, General Motors, Ford, et cetera. There is nothing new in that. 

Mr. Srack. That is right. That condition did not exist in 1934 
when the first act started. 

Mr. Younger. That bill was thrown out by the Supreme Court. 

Mr. Strack. It was not thrown out on anything like that. In the 
1937 act they didn’t have that provision in it. 

Mr. Youncer. We are dealing with existing laws. 

Mr. Sracx. They did not have any reduction on income tax. I 
don’t know what year that went in, but it is quite recently that the 
corporations got that 52-percent rebate, 

Mr. Youncer. The difficulty 1 have with all of your statements, 
and the same difficulty we had 3 years ago when you were before the 
committee, is that you just make broad statements without any foun- 
dation whatsoever. 

As a result, listen to this: “Savings bonds now pay in excess of 3 
percent.” 

Now, you verify that. 

Mr. Strack. Well, you have a bill in your House Ways and Means 
Committee. 

Mr. Youncer. I am not talking about bills in the future. I am 
talking about the statement you make here. 

“Savings bonds now”—that means today—*“pay in excess of 3 per- 
cent. 

You know that is not a true statement. 

Mr. Srack. Well, it may be passed any day. 

Mr. Youncer. That does not make any difference. It is not a true 
statement, is it ? 

Mr. Stack. Probably not. 

Mr. Younger. That is the difficulty we had with you before or I 
had with you when you were talking about the investment of funds 
3} years ago. 

I asked you to go out and get some proof of investments available 
which you mentioned and you did not do it. I do not understand 
why you continually come before the committee with statements of 
this kind that you know are not true and why you make them. 

Mr. Stack. We knew the matter was coming up before Congress on 
the bonds to increase the interest. 

Mr. Youncer. There you go again into thin air, You are supposed 
to come here before the committee representing 126,000 workers and 
they are dependent upon you for something. 

Mr. Srack. That is right. 

Mr. Youncer. Is this the kind of representation you give them? 
Frankly, I have never been able to see it. With 126,000 people, 126,000 
members, who must pay you something, you ought to go out and em- 
ploy good sound actuarial data and present it, as our “colleague, Mr. 
Moss, has suggested, and to discontinue giving us statements that you 
have to admit on the stand are not true. 

That is all, Mr. Chairman. 
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Mr. Mack. Are there any further questions? 

Mr. Stack, I just wanted to inquire as to your membership. You 
make the statement that you have 126,000 members. Is that paid 
membership 4 

Mr. Strack. That is right. 

Mr. Mack. Are those current from year to year ¢ 

Mr. Sracx. That is for last year. That was just completed. I 
got it last week. 

Mr. Mack. Mr. Stack, thank you for your appearance before the 
committee today. 

Mr. Strack. Thank you, Mr. Chairman. I certainly appreciate it. 

Mr. Mack. Mr. Guy F. Fain is our next witness. 

Mr. Fain is president of the International Association of Retired 
and Veteran Railway Employees. 


STATEMENT OF GUY F. FAIN, GRAND PRESIDENT, NATIONAL ASSO- 
CIATION OF RETIRED AND VETERAN RAILWAY EMPLOYEES 


Mr. Farn. Mr. Chairman, I won’t take up very much of your time. 
I would like to preface my statement by this fact: that I had 48 
years of service on the Baltimore & Ohio Railroad in train and yard 
service. 

I was the local chairman for 36 consecutive years and a member 
of the general committee of the B. & O. representing the trainmen 
and I am still a member of the Brotherhood of Railroad Trainmen. 

I make that statement for this reason, gentlemen: 

Mr. Stack has been informed in regard to the setup at Cincinnati 
with the Procter & Gamble people. I happened to be the one that 

made the contract with the Big Four representative as to how our 
men would work in Procter & Gamble and how they would be paid. 

On the Baltimore & Ohio we work 6 months with 3 engines in the 
Procter & Gamble factory. The Big Four takes over and they work 
6 months. So Procter & Gamble have three engines in there that they 
do pay the railroad retirement on, or part of it, but the other engines 
of the Big Four and the B. & O. we pay our own amount into the 
railroad retirement account. 

I just wanted to clear that point up because somebody has informed 
Mr. Stack wrong because I helped make that contract, and I know. 

Now, as a representative of our people, 90 percent of my member- 
ship are retired, their wives and widows, and not 7 percent like Mr. 
Stack says he has. 

There are 90 percent or more retired people. They are in support 
of H. R. 4353 sponsored by your worthy chairman and cochairman 
and this bill is also approved by the standard railroad organizations. 

Our organization wants to be recorded as saying likewise because 
we are in favor of this particular bill. 

Some of the people that wrote me feel that they should have a 
little bit more in regards to the widows and so on. I believe you 
gentlemen will agree that the evidence presented here by the repre- 
sentatives of the organizations was far beyond what I can say or 
do and I think they made a wonderful statement. 

Weare fully in accord with these brotherhoods. 

Now, that is all I am going to say, I will ask if you will embody 
my statement in the record because it is not very long and I want to 





ou 
id 


he 


ed 


ne, 
rd 


eT 
en 


ati 
lat 
ur 
id. 
he 
rk 
ey 
1es 
che 


ed 
Ww. 
er- 
[r. 


ort 
an 
ns. 
ise 


» € 
c 


ou 
re- 
or 


dy 
to 


RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 305 


say to you gentlemen that we appreciate, our old retired people 
appreciate, everything that you have done over these many years for 
us and we likewise appreciate what the brotherhoods have done. We 
feel without the help of the brotherhoods we never could have gone 
as far as we have with our railroad retirement. 

We thank you and I want to say, too, for the benefit of the Railroad 
Retirement Board, as to myself, I have had great cooperation and they 
have been of great assistance to our old people and I want to thank 
them and I want to thank you for this little consideration. 

Mr. Mack. Thank you, Mr. Fain. Your statement will be included 
in the record at this point. 

Mr. Farn. Thank you, Mr. Chairman. 

(The statement referred to is as follows :) 


STATEMENT OF Guy F. Farin, GRAND PRESIDENT OF THE NATIONAL ASSOCIATION OF 
RETIRED AND VETERAN RAILWAY EMPLOYEES 


Mr. Chairman and members of your committee, my name is Guy F. Fain and 
my home is Glendale, Ohio. My presence before your committee is as grand 
president of the National Association of Retired and Veteran Railway Employees, 
an organization national in scope with local units located throughout the United 
States. 

Our association is regularly constituted and is governed by a constitution and 
bylaws. The business is conducted by legally elected officers, chosen by elected 
delegates from each local unit in regular convention assembled, and is a non- 
profit organization. 

I appear before your committee in support of H. R. 4353 and other pending 
bills to amend the Railroad Retirement Act. 

Your bill, Mr. Chairman, has the approval of all the railway labor organiza- 
tions, and representatives of these organizations will very ably discuss the various 
phases of the legislation provided under bill H. R. 4353. 

The organization I represent is in hearty accord with their position, and wants 
to be so recorded. 

However, I would be neglectful of my duties, as representative of our associa- 
tion, should I not take this opportunity to bring to your attention and the atten- 
tion of the members of your committee, other bills that are pending, providing 
for certain changes in the Retirement Act, not provided for in H. R. 4353, and 
T am afraid, do not have the full endorsement of the railway labor organizations. 

I speak of a few of the bills that have been referred to your committee. 

First: Bills that would provide for the repeal of the provisions of the act, 
which reduces the annuity of the spouse of a retired employee by the amount of 
certain monthly benefits payable under the Social Security Act. Bills H. R. 1008 
by Congressman John Bell Williams, and H. R. 3420 by Congressman James Van 
Zandt, provide for this change in the act, and I ask that they be given some 
consideration. 

Second: Bills that would permit an annuitant to receive his annuity even 
though he rendered service for the outside employer by whom he was last em- 
ployed before his annuity began to accrue. A number of bills including this 
change have been presented, and again I ask that some consideration be given 
to the following bills: H. R. 3421 by Congressman James Van Zandt, H. R. 3756 
by Congressman Paul Cunningham and H. R. 4523 by Congressman Richard H. 
Paff. 

Third, and to me the most necessary is legislation that provides for a 25 per- 
cent increase in widows’ annuities. H. R. 3422 by Congressman Van Zandt pro- 
vides for such legislation, and certainiy is most worthy of consideration. In 
these times when millions of dollars are being expended for the relief of strangers 
to our shores and our way of life, we have thousands of widows of retired rail- 
way employees actually in want, not for the nice things in life, but for housing, 
medical care, and yes, for the proper food. I ask of you, please consider this 
legislation. 

Personally, I could relate many hundreds of heart-rending appeals from wid- 
ows of retired employees, but I know that many of the members of your com- 
mittee, coming from districts where large rail centers are located can attest to 
these conditions. 
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While there is nothing pending before your committee on the following needed 
changes in the act, and I therefore do not want to take up the time of the com- 
mittee, might I ask in a few brief words that the provisions of the act that deny 
the beneficiary of an annuitant compensation for the month in which the annui- 
tant dies, even though death occurs on the last day of such month, be eliminated 
and something be entered into the act that would provide either for a pro rata 
payment based on the date of death or for full payment if death occurred after 
the 15th of such month. This would add very little to the cost of retirement 
benefits. 


We fully realize that the elimination of the so-called dual-benefit clause and 
the increase in the widows’ annuity are highly controversial subjects, and as 
stated before your committee on previous occasions when it has been my privi- 
lege to appear before you, we want only such benefits that the funds of the 
Retirement Board can safely provide, but we do ask that some study be given 
these two subjects. 


Thank you for your courtesy in allowing me to appear before your committee. 

Mr. Mack. We certainly appreciate the time you have taken to come 
here to testify and your patience in waiting to testify before this 
committee. We certainly appreciate the fact that you are interested 
in a sound program to preserve the fund for the employees at a later 
date. 

I want to ask my colleagues if they have any questions that they 
would like to ask you, if that is agreeable to you, Mr. Fain. 

Mr. Moss. I have no questions, Mr. Chairman. 

Mr. Youncer. I have one question. 

I understand that your group, being mostly retired people, would 
be in favor of this bill of the chairman’s regardless of whether the 
Ways and Means Committee passed the other bill ? 

Mr. Farn. We surely are. 

Mr. Youncer. Because you are not concerned about the deductions 
so far as the income tax is concerned ? 

Mr. Farn. We are in one respect. Of course, we realize that we do 
not pay a thing into the railroad-retirement account, yet we have 
an equity. We have paid many years before. Of course, we appre- 
ciate it is going to cost money. 

Mr. Youncer. But you would like to have this bill, whether the 
other bill in the Ways ‘and Means Committee is reported out, or not? 

Mr. Farn. Yes, sir; we would. 

Mr. Youncer. That is all. 

Mr. Mack. Thank you very much, Mr. Fain. 

Mr. Farn. Thank you, Mr. Chairman, and members of the com- 
mittee. 

Mr. Mack. That concludes the testimony for this afternoon. 

The hearings on the railroad-retirement legislation will be con- 
tinued on March 26, at which time we will hear the representatives 
of the Association of American Railroads. 

The committee stands adjourned. 

(Thereupon, at 3:35 p. m., the committee was recessed, to recon- 
vene at 10 a. m., Tuesday, March 26, 1957.) 



































m- 


n- 


RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


MONDAY, MARCH 25, 1957 






Howser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE 
Washington, D.C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Oren Harris (chairman), pre- 
siding. 

The Cuarrman. The committee will come to order. 

This morning the committee is meeting for a continuation of public 
hearings on H. R. 4353, and other bills pending, to amend the Railroad 
Retirement Act, the Railroad Retirement Tax Act, and the Railroad 
Unemployment Insurance Act. 

First, 1 would like to announce that if there is anyone in this room 
who is to appear or be present at the hearings on the Highway Safety 
Committee, you will proceed to the B: inking and Currency Commit- 
tee Room, which is just across the way from here. That is Mr. Rob- 
erts’ subcommittee. 

It was announced when the committee recessed last week on the 

‘ailroad retirement bills that other witnesses that had not been reached 
would be given an opportunity to testify on the 26th, which is tomor- 
row. It developed in the interim that there was some witnesses who 
could not be here tomorrow or later in the week and they requested 
that they be given an opportunity to be heard today. So for their 
convenience, the committee has been called in session today to hear Mr. 
David C. Bevan, financial vice president of the Pennsylvania Railroad 
Co. and Mr. Thomas Rice, president, Richmond, Fredricksburg & 
Potomac Railroad Co., of Richmond, Va. 

Mr. Bevan, we are very glad to have your testimony at this time. 


STATEMENT OF DAVID C. BEVAN, FINANCIAL VICE PRESIDENT, 
PENNSYLVANIA RAILROAD CO., PHILADELPHIA, PA. 





Mr. Bevan. Thank you, Mr. Chairman. I want to express my ap- 
preciation for making it possible to be heard this morning. 

I am going to talk on the financial position of the railroad indus- 
try and the Pennsylvania Railroad with respect to their ability to 
stand additional expenses. Later on others will discuss the various 
provisions of the plan and of the bills and the costs involved specifi- 
rally. 

I am financial vice president of the Pennsylvania Railroad Co., a 
graduate of Haverford College and Harvard Business School, I have 
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had more than 25 years’ financial experience. Prior to the war I was 
an officer of Provident Trust Company of Philadelphia. During the 
war, I served as Acting Head of the Lend-Lease Mission to Australia, 
and later as Deputy Head of the Mission of Economic Affairs, London. 
Subsequently, 1 became treasurer of the New York Life Insurance Co. . 
fourth largest. In 1951, I came to the Pennsylvania Railroad as finan- 
cial vice president and director. I am also director and chairman of 
the finance committee of the Norfolk & Western Railway Co. 

The Pennsylvania Railroad accounts for almost 10 percent of the 
total revenues of the industry. Our assets exceed $3 billion, our debt 
amounts to just under $1 billion. We have over 100,000 employees 
with a total annual payroll of about $540 million. In 1956 we paid 
over $33 million in railroad retirement and unemployment insurance 
taxes, or about 10 percent of the total of such taxes paid by class I 

railroads. 

I have prepared and ask the privilege of filing with the committee a 
statement and exhibits relating to the financial position of the railroad 
industry and the Pennsylvania Railroad. Because of the time allotted 
to me I will be able to give you only the highlights of that statement 
this morning. 

The transportation industry is vital to the American economy, both 
in times of peace and war, and for a great many years the railroad in- 
dustry has represented the backbone of the transportation industry. 
With the motor and air carriers either reaching or approaching matur- 
ity in the postwar era, competitive forces exist in the transportation 
industry to a greater degree than ever before in our history. 

During World War II the railroads performed a truly Herculean 
task. Their absolute essentiality in such periods was clearly indicated 
by what transpired during this war. The railroads carried more than 
90 percent of all military freight and 97 percent of all organized mili- 
tary traffic. In 1944 they carried about 70 percent of “all intercity 
freight traffic moved. 

In the same year they handled over 95 billion passenger miles, more 
than twice the total for any year in history prior to the war. 

Unfortunately the industry as a whole faced the postwar period 
with a very badly worn-down plant as a result of the all-out effort dur- 
ing the war. This fact, coupled with estimated total expenditures by 
the Federal Government for domestic inland transport facilities in the 
10 years following the war of over $5 billion, consisting of 
$3,600,000,000 for highways, $700 million for airports and air naviga- 
tion aids and $800 million for inland waterways, has made the postwar 
period a difficult one for the railroads. 

In addition, outmoded restrictive regulatory procedures and the 
inability of the industry to earn its fair share in the inflation: ary econ- 
omy in which we have been living have placed the railroad industry in 
a most serious position. 

Furthermore, ironically it appears that despite an optimistic out- 
look for business prosperity over the next 10 years, it is going to be 
very difficult for the railroads to participate in the expanding econ- 
omy because of the many problems which face them. 

The earnings of the railroad industry for many years have been 
totally ins vdequi ite to assure a strong, sound, and stable industr y, which 
we consider to be absolutely necessary to a prosperous economy. Be- 
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cause of inadequate earnings, the railroad industry has been materially 
weakened, both from a competitive and financial standpoint, and today 
is in a Serious condition. 

To illustrate the inadequacy of past earnings, let us examine for a 
moment chart A entitled “Comparison of Rate of Return on Net 
Assets With Yield on Long-Term United States Treasury Bonds.” 
By net assets we mean the book value of outstanding preferred and 
common stocks and surplus accounts at the beginning of each year. 
In this chart we compare the rate of return realized over the period 
1940 through 1955 on long-term Government bonds with the return 
realized by. manufacturing corporations, public utilities, class I rail- 
roads, and the Pennsylvania Railroad. You will note that in the case 
of the manufacturing corporations, the rate of return in 1940 
amounted to a little over 10 percent, declined to about 9 percent in 
1945, skyrocketed in the postwar period to a peak of almost 19 percent, 
and then declined somewhat, but amounted to 15 percent in 1955. 
Throughout, the highest return realized by the railroads was always 
below the lowest return realized by the manufacturing companies. 

During the same period the return realized by public utilities ranged 
between 6 percent and approximately 10 percent. On the other hand, 
the class I railroads as a whole, with the exception of the 2 war years 
1942 and 1943, during this entire period never equalled the return of 
the public utilities. As a matter of fact, in only the 2 years mentioned, 
1942 and 1943, were they able to exceed the 6 percent return which was 
the lowest realized by the utilities over the 16-year period. 

In the case of the Pennsylvania Railroad the same relationship, so 
far as 1942 and 1943 are concerned, holds true, but for most of the 
time it is clearly evident that the rate realized was not only far below 
that for class T railroads generally, but in the years 1946, 1947, 1949, 
1951, 1953, and 1954 the return was ac tually below that obtainable on 
long-term governments, so called riskless investments. As shown by 
the figures contained in table 3, in the statement I am filing, even this 
meager return was not actually realized by the Pennsylvania Railroad 
stockholders since more than half the earnings were plowed back into 
the property. This is in spite of the fact that we have paid as divi- 
dends to our stockholders a greater percentage of available net income 
than the average for all class I railroads. 

In other words, our stockholders receive far less than if they had 
held Government bonds during this period. 

Perhaps the complete inadequacy y of the rate of return obtained by 
the railroad industry can be re: ilized more cle: tly by looking at chart 
B, which contains—I do not know whether that chart is close enough 
so that you can read those figures—that contains a list of 73 industrial 
groupings with the rate of return shown on net assets for the calendar 
year 1955. The rate of return realized ranges between a high of 29.1 
percent and a low of 4.6 percent. In this listing the class I railroads 
stand 68th in a list of 73, and the Pennsylvania Railroad’s rate of 
return of 2.9 percent was substantially below the bottom-rated in- 
dustry, traction and bus, which realized a return of 4.6 percent. And 
the prime importance from the standpoint of the relative position of 
each, as I said, is that the railroad industry is down there, 68th, as 
to rate of return, out of a list of 73 different groupings, and the Penn- 
svlvania Railroad is below the last one, which is bus and traction. 
We are still below that. 
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It should be borne in mind in this connection that the Pennsy]- 
vania Railroad accounts for almost 10 percent of the industry, and 
since there were other railroad companies whose return was equally 
or even more inadequate, it can be readily observed that a substantial 
portion of the railroad industry’s earnings are highly marginal. 

Among the various causes behind the meager earnings of the rail- 
road industry, one of the most basic has been the fact that its rates 
have: been. held down artificially, as indicated by the figures in table 
4 of the exhibits. In this table a comparison is made between the 
years 1929 and 1955. These 2 years have been selected because I be- 
lieve every one will agree that in 1929 the transportation industry was 
generally considered to be in a healthy and prosperous condition in 
this country and maintaining its relative economic position in our 
free enterprise system ; and 1955 represents the latest figures available. 
During this period the physical production, as measured by gross na- 
tional product in constant dollars, has increased 116 percent. Inter- 
city ton-miles handled by all transport agencies during the same pe- 
riod have increased 113 percent, so that in terms of physical volume 
the transportation industry has just about held its own during the 
last 26 years. However, if we examine corporate sales or revenues 
for industries other than transportation, we find that during this pe- 
riod they increased 314 percent as compared to an increase of only 
142 percent in the revenues of the transportation industry. This 
clearly indicates how the price level in the transportation industry 
has been artificially held down. As a consequence, naturally enough, 
this has seriously affected profits. During this 26-year period cor- 
porate profits of the transportation industry showed an actual de- 
crease of 27 percent as compared to an increase of 178 percent for in- 
dustry other than transportation. If transportation sales had gone 
up to the same extent as other corporate sales, in the year 1955 alone 
the transportation industry would have received an additional $16 
billion of revenues. And if it had been able to maintain its relative 
position with other industries with respect to profits, it would have 
realized an additional $1,850,000,000. If these additional profits are 
divided on the basis of traffic volume, approximately half, or $900 mil- 
lion, would have flowed to the railroads, as a part of the transporta- 
tion industry. Needless to say, such a substantial addition to net in- 
come would have materially aided the railroads to strengthen their 
existing weak position. 

Whatever the causes back of the situation, it appears perfectly obvi- 
ous that the railroads have not received an adequate return. Because 
of this failure several important changes have taken place which 
would indicate that the railroads’ position has been severely damaged, 
possibly irreparably. 

In 1940, the total debt of class I railroads amounted to $11.3 billion, 
and since that time this debt has decreased to $9.7 billion, which is all 
to the good. However, there has been a very substantial change in the 
composition of this indebtedness which has serious import to rail- 
road managements. 

Illustrative of this latter point is chart D dealing with funded 
debt outstanding due within 20 years of class I railroads. In 1940 
we find that of the total debt outstanding as of that date, 43 percent 
would mature within 20 years, This figure is little changed in 1955, 
and as of the end of 1955, 44.5 percent of the debt was scheduled to 
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mature in 20 years. However, the important change is with respect 
to equipments. Less than 10 percent of the debt maturing in 20 
years in 1940, or 9.8 percent to be exact, was in the form of equip- 
ments, whereas in 1955 of the debt maturing in 20 years 58.5 per- 
cent was in the form of equipment obligations. 

To clarify this, it means that at the end of 1955 almost half the debt 
outstanding would mature in 20 years. 

With respect to bonded debt this is not too serious provided the 
credit of the industry and of the individual companies is such that it 

can be refinanced. a is significant, however, that of this debt matur- 

ing in 20 years, as I said, 58.5 percent is in the form of equipments, 
because these are nonrefundable and therefore must come out of the 
industry’s cash. For reasons which I will explain later, unfortunately 
we believe that the amount of equipment obligations ‘outstanding i is 
going to continue to rise markedly to the extent that the market 
will absorb them, and we estimate, assuming this premise, that by 
1965 the amount of equipments outstanding will increase by 20 per- 
cent or $500 million. ‘This in turn will increase the year-to- year cash 
drain on the companies involved, will make their debt service larger 
and more rigid, and will make each company more susceptible to 
receivership or bankruptcy in the event of a decline in business. 

It now seems appropriate to turn to the working capital position 
of the railroads to see whether or not they are in a position to stand 
an additional drain of the type described in this respect. In Chart 
G the working capital is compared on an absolute basis with operating 
revenues, since, after all, the volume of business does dictate to a large 
extent how much working capital you need. Working capital is the 
tigure which represents the difference between current assets and cur- 

rent liabilities. 

In every other industry with which I am familiar, current assets in- 
clude all those items which can be liquidated or converted into cash 
ne 12 months, and current liabilities include all items which must 

e paid within 12 months. In the case of the railroads, debt due 
within one year is not included in current liabilities, although debt 
due in six months is reported as a footnote in ICC reports. This is 
contrary to standard accounting procedure and the practice in other 
industries, and in my judgment gives a completely false picture, since 
obviously there is no difference between one type of liability and an- 
other if both have to be paid in the same period of time. Therefore, 
we have included debt due within a year in current liabilities. Work- 
ing capital as thus defined is represented by the solid red line. The 
broken line represents working capital reduced by materials and sup- 
plies. This is shown because there is a real question in the minds of 
most informed people whether or not materials and supplies should 
be included as a current asset. These are entirely different from the 
inventory of a manufacturing company which is generally converted 
into a finished product and disposed of in the course of 12 months. 
In other words, materials and supplies are not, with certain exceptions, 
aa assets. However, whether or not they are included, the results 

. the comparisons are not too different. 

Comparing working capital with gross operating revenues, it is 
noted that there is a fairly parallel trend between working capital and 
cross revenues from 1940 to 1946. From there on, gross revenues have 











312 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


increased somewhat, primarily as a result of rate increases. Work- 
ing capital, however, has tended to decline. 

In chart I, with w orking capital expressed as a percentage of gross 
revenues, a comparison is made as between Class I railroads as a whole 
and the Pennsylvania Railroad. It shows that in the generally pros- 
perous period following the war an increasing dollar volume of busi- 
ness has had to be handled with a decreasing amount of working 
capital. 

The improvement in our working capital from its low point in 1947 
was achieved pre ipally through the liquidation of capital assets. 
In the past ten years, and principally since 1948, the Pennsylvania 
Railroad has Apes over $92 million in cash by this method. Included 
in the sale of assets were such properties as the Hotel Pennsylvania in 
New York, valuable property in downtown Pittsburgh and Philadel- 
phia, together with other miscellaneous real estate holdings, our stock 
in Pennsylv ania Greyhound Lines, nine water companies, and this 
past year the Virginia Ferry Corp, i in which we had a 50 percent in- 
terest, was sold to the State of Virginia. In addition, over $38 mil- 
lion was raised in 1948 through the sale of bonds of our leased lines 
held in our treasury. This procedure i is obviously cannibalistic, and 

can only be justified on the basis of our stringent need for money to 
‘arry on our railroad operations. 

While the railroads hi ave been handling an increased dollar volume 
of business with a decreasing amount of working capital, the question 
may rightly be posed as to whether or not this in itself is serious be- 

sause there is always the possibility that any individual company, or 
any individual industry may have an excess of working capital. 

In chart J, a comparison is made of the percentage of ‘working eapi- 
tal to the volume of business done by the Pennsylvania Railroad, 
class I railroads, and other typical industries. It will be noted that 
Pennsylvania Railroad working capital amounted to only 9: percent 
and class I railroads 12 percent of the volume of business transacted ; 
working capital of the oil and food products industries was almost 
twice that of the railroads; steel was twice that of the railroads; and 
building materials, tires and rubber, chemical, metals and mining, 
and the agricultural machinery industries were substantially beyond 
even these figures, ranging all the way up to 48.7 percent in the case 
of agricultural machinery. 

It might be argued that these other industries need more working 
capital since they ‘have to car ry large inventories. 

Mr. Sprincer. Mr. Bevan, would you mind explaining what work- 
ing capital is? 

Mr. Bevan. I will be very glad to. 

Mr. Springer. You certainly are taking a lot of time on this subject. 

Mr. Bevan. Working capital is the difference between your cur- 
rent assets and current Gebalissen, In your current assets you pul 
in all items which you will turn into cash within 12 months, such as 
accounts receivable; and in case of inventories that are going to be 
processed. 

On current liabilities, everything that you have to pay out within 
12 months is included. That is, your taxes, accounts payable, debt. 
and things of that sort. The difference between those two is what we 
call working capital. In other words, that is the amount of liquid 
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assets you have over the debts that you have to meet within the next 
12 months. That is what you do business with. 

Mr. Springer. Then, as shown from one of your charts, you are de- 
ducting those due in less than 12 months. 

Mr. Bevan. No, sir. We put into our current liabilities all debt due 
within a year. The reason I pointed that out was because under the 
Interstate Commerce Commission’s accounting we do not put in debt 
due in one year under current liabilities, but since all other industries 
do that, and since we fail to see why a dollar that has to be met in 
debt is any different than a dollar in accounts payable, we do not 
think that procedure is sound, so we put debt due in 12 months in cur- 
rent liabilities and use that in subtracting it from our current assets, 
to arrive at our working capital. 

Mr. Serrncer. Thank you, Mr. Chairman. 

The CHarrMan. You may proceed. 

Mr. Bevan. Thank you, Mr. Chairman. 

The CHatrman. I believe you were on page 18 of your statement. 

Mr. Bevan. Thank you. 

I said it might be argued that these other industries need more 
working capital since they have to carry large inventories, which is 
not true to the same extent with the railroad industry. On the other 
hand, it is certainly true that their inventories constitute a better cur- 
rent asset than our materials and supplies which are included in cur- 
rent assets for purposes of comparison. However, if we take out in- 
ventories in the case of other industries, and materials and supplies 
in the case of the railroad industry, you will notice the Pennsylvania 
Railroad still has the smallest working capital as a percentage of vol- 
ume of business done, as shown in the next chart, and, with one excep- 
tion, the class I railroads smaller than any of the other industries with 
which a comparison is made. 

It may also be contended that the railroads should be able to get 
along with smaller working capital because they do not have to carry 
a large volume of accounts receivable, since the bulk of transportation 
bills are payable within 48 or 96 hours. There is one exception to 
this, however, and this is certainly true in the case of the Pennsylvania 
Railroad. Fairly substantial accounts receivable are due by various 
agencies of the Federal Government, and these are carried for longer 
periods of time. 

In addition, and I will cover this later on, the debt of the railroads 
represents a higher percentage of their capitalization than in the case 
of any of the other industries shown in these charts. 

Further, as we have seen from the chart on debt, the railroads have 
a very substantial amount of annual equipment maturities which are 
peculiar to this industry, and overall the debt service of the railroads 
is much higher than in any of the other industries with which com- 
parisons are made. 

In any event, the working capital position of the industry, and this 
is particularly true of the Pennsylvania Railroad, has deteriorated 
and it now seems clear that the situation has not been eased by what 
transpired in the past year. Preliminary figures indicate that the 
class I railroads lost about $200 million in working capital in 1956, and 
if we exclude materials and supplies as a current asset, they lost more 
than $250 million. To put it another way, the railroad industry ended 
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1956 with working capital of approximately $1 billion, and if we 
exclude materials and supplies, the figure is around $275 million. 
To illustrate what this deterioration in the railroads’ working 
capital means from the standpoint of their daily operations, the 
monthly payroll of the railroads, including the current wage settle- 
ment ps attern, aver ages about $465 ) million. “C ompare this figure with 
the current working capital of $275 million, excluding materials and 
supplies since to a great extent they do not constitute a liquid asset, 
and you will find that working capital is equal to little more than the 
semimonthly payroll. 
ing materials and supplies, was equal to the payroll for about 40 
days, while in 1945 it was equal to 414 months. 
as the Pennsylvania Railroad is concerned, our working 
capital at the end of 1956 was $72 million, a loss of $14 million of our 
capital for the year. Excluding materials and supplies, 
capital of the Pennsylvania Railroad was $5 million. If you 
compare the latter amount with our current monthly payroll of about 
$47 million you will find that it is equivalent to our payroll for just 


As of the end of 1955, working capital, exclud- 


3 days. As of the end of 1955, our working capital, excluding 


materials and supplies, was equivalent to about 3 ‘weeks? payroll, and 
in 1945 slightly better than 214 months. 
I think it is clear that the railroad industry has brought its working 
capital down to a very minimum, if not dangerous point. Therefore, 
with inadequate working capital, the railroads are now in a position 


they must meet current expenses out of current receipts and 


in the event of decline of business, they have no alternative but to 
reduce expenses accordingly, because we have no cushion to go on. 

In addition to inadequate working capital, there is another serious 
problem with which the railroads have been struggling and which is 
going to increase their difficulties as far ahead as we can see. 


Harr. On your statement you have skipped something? 
Bevan. I am on page 12 of my statement. I see you are fol- 


lowing the long statement. 


This is a condensation of that, because that will take more time than 
I have been allotted. 


[am sorry. This is hitting the high spots of 


That is about twice the length of this. 
CHarrMan. We have been able to follow you very closely thus 


far, Mr. Bevan. However, sometimes you do go off and it takes three 
or four pages to catch up. 


seVAN. Tamsorry. At any place I do digress, if you will just 


tell me, I will slow up until you find it. 
.Harx. You took quite a big jump the last time. 


Bevan. That is on page 26, I believe, sir. I do not have that 


I understand it is in the middle or bottom of page 26, 


Chairman, I understand that the witness de- 


Bevan. Theentire statement will be filed. 


The notorious lack of earning power of the railroad industry has 
made it extremely unpopular as an outlet for capital seeking invest- 
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ment. There are only about a handful of common stocks of railroad 
companies today that even to a small degree are being purchased by 
institutional investors. Naturally with the low earnings of the rail- 
roads and with the large number of companies that w ent through re- 
organization in the thirties, their basic credit standing has been sub- 
stant ially undermined. 

As a practical matter today the only important vehicle to the ma- 
jority of American railroads for raising new funds is through the sale 
of equipment trust obligations, w hich I just mentioned, secured by 
liens on new rolling stock. Equipment trust obligations mature se- 
rially over a period of years, generally speaking, 10 to 15 years, and 
usually the railroads put up in cash 20 percent to 25 percent of the 
cost of the equipment involved. These obligations also cannot be re- 
funded so at maturity must be met out of ‘the cash drawer. There 
has been a very substantial i increase in these obligations in the postwar 
period. This is natural in view of the fact that the railroads have 
been forced to rely almost entirely on this method to obtain funds to 
pure ‘hase a vast ms vjor ity of thee quipment. 

I might explain equipment trust obligations mature serially over 
a per iod of years, generally speaking, 10 to 15 years, as I have said, 
and usually the railroads put up 20 to 25 percent of the total cost, and 
the rest is borrowed against the equipment involved, and you have 
either annual or semiannual maturity payments, and you cannot re- 
fund those ; as they come due you have got to meet them. 

Mr. O’Hara. Mr. Chairman. 

The Craman. Mr. O’Hara. 

Mr. O’Hara. What interest do you usually pay on those certificates? 

Mr. Bevan. Sir, it has varied pretty widely recently. Back in 1955, 
we sold some equipments on a 2.79 basis. That was the average cost 
over the whole period for this trust. In January this year our interest 
cost on those was 4.32. 

Mr. O’Hara. Is there any fixed charge in addition to that? 

Mr. Bevan. Yes, you have the legal fees involved, and you have the 
trustees’ fees involved, but interest costs have gone up with the change 
in the money rates in the market. They have gone up very substan- 
tially. There has been a slight lull in the last two or three months. 

Mr. O’Hara. Do your interest rates cover the legal expenses and 
fees, or is that in addition ? 

Mr. Bevan. No, sir; that is just your pure interest costs. The trus- 
tees’ fees, and the counsel fees are separate from that. 

Mr. O'Hara. You have an estimate of what the overall cost is to 
the railroads, for that type of trust, do you? 

Mr. Bevan. We have not, because the legal fee is generally a one- 
time proposition. It would not vary that 15-year cost very much. 

Now, as I said, there has been a very substantial increase in these 
obligations in the postwar period. This is natural in view of the fact 
that the railroads have been forced to rely almost entirely on this 
method to obtain funds to purchase a vast majority of the equipment. 

As of January 1, 1946, the total outstanding equipment obligations 
in the industry were $773 million, and at the end of 1955 the ‘y were 
$2,537 million. 

This is going to have to be increased by at least another $500 million 
in the next 10 years if we can sell them. This has tended to saturate 
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the market and it has only been with increasing difficulty that the 
investment bankers purchasing equipment trust issues have been able 
to dispose of them. As an indication of the decreasing interest in rail- 

road equipment obligations, as of today the industry is in effect depend- 
ent almost entirely on two investment banking groups for the sale of 
their equipments. Between them these two groups handle about 85 
percent of all equipment trust obligations marketed. 

If either of these should go out of the equipment business, we would 
no longer be able to sell our equipments competitively. 

To further accentuate the seriousness of the situation, the size of the 
potential market has been materially reduced. In the past, savings 
banks have been one of the major outlets for equipment trust obliga- 
tions. However, in the past few years a number of States, including 
New York and Pennsylvania, have empoyered the savings banks to 
buy preferred and common stocks. This fact, coupled with the fact 
that most savings banks have been very substantially increasing their 
mortgage portfolios, has resulted in a very limited demand on their 
part for. equipment trust obligations. 

On top of this, the commercial banks of the country, long-time 
purchasers of equipment obligations, have been hard pressed to find 
sufficient funds to meet loan demands, and I think you are well aware 
of the tightness of money at the present time. As a result, and we see 
no immediate prospect of relief in this connection, the commercial 
banks are primarily reducing their investment portfolios in order to 
raise funds for additional loans. Despite this liquidation, as of the 
beginning of this year the commercial banks of this country were in 
debt to the Federal Reserve to the extent of $370 million. Therefore 
it seems apparent that there will be a further liquidation of securities 
by the commercial banks. Consequently, it may be many years before 
they again, if ever, become an important factor in the equipment 
market. 

In other words, the credit standing of the railroads has deteriorated, 
they have been more and more restricted for their source of funds to 
the equipment trust market, and that in turn has become saturated 
and from a supply standpoint the size of the market is shrinking. 

Many railroad companies are extremely worried at the present time 
as to how they are going to be able to finance equipment purchases, 
not in the year 1960 or 1965, but in 1957. If it should become im- 
possible to finance equipment purchases, obviously it will become 
impossible for the railroads not only to meet expanding demand but 
to replace equipment which is wearing out each year. If this is true, 
then in turn, they will be unable to provide the service necessary to 
industry in general and will obviously not have the ability to meet the 
demands in the case of war. This sounds like a bleak picture, but 
factually it is true, and the only possible effect 1s that we are hopeful 
that through the solution of a number of the problems cited today such 
a tragic eventuality will ultimately be averted. 

Again to show how the popul: irity of the railroads from an invest- 
ment standpoint has decreased and the credit of the industry eroded 
contrasted to other industries, Chart M shows that of the new securities 
issued by the railroads in the period 1948 through 1955, as compiled 
by the S Sec urities and Exchange Commission, only $12 million, or two- 
tenths of 1 percent, represented stock or equity financing. Most of 
this can be traced to two railroads. In 1951, the Nickel Plate raised 
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$5,065,000 through the sale of common stock to reimburse its treasury 
for apital expenditures made, and in 1955 the Western Maryland 
realized $5,272,000 in this manner to provide a part of the funds 
required to pay off the accumulated arrears of dividends on its pre- 
ferred stock. 

Contrasted with this is the showing in manufacturing industries 
where 21 percent of the new securities issued represented stock or 
equity financing, or 28 percent for electric, gas and water, utility 
industry, 10 percent for communications, and 23 percent for all other 
industries. 

In the communications industry, nearly half of the securities classed 
as bonds were of the convertible type issued by one company, and its 
experience indicates that 99 percent of such bonds are converted ulti- 
mately into common stock. If adjustment is made for this conversion, 
then 53 percent of the communications industry financing was repre- 
sented by equity financing. Furthermore, of the $5 billion 352 million 
of bonds issued by railroads, $3 billion 721 million, or 70 percent, were 
equipment obligations, and again I repeat they mature serially over 
a 15-year period, or less, are not subject to refunding, and, therefore, 
must be met from the cash earnings of the railroads. 

Therefore, to finance improvements to the road, to obtain downpay- 
ments for equipment financing, and to finance any expansion, until 
some drastic change for the better occurs in the railroad industry we 
must depend almost entirely on retained earnings and depreciation 
eash. Depreciation, as you know, is the amount “that we charge out 

each year on the estimated wearing out of the equipment and the road. 
It is a noncash item. But that goes back into the property plus 
retained earnings. Depreciation charges also are based on original 
cost, and are unrealistic because of the obsolescence factor and because 
of the inflationary spiral in the postwar period, there is a further gap 
representing the difference between our cost initially, dating back some 
years, and the fact that when we come to buy the new equipment it 
costs two or three times what we paid for it originally or the rate at 
which we have depreciated it. 

Now let us examine the future outlook from a financial standpoint. 
In chart P, a comparison is made with the same industry groups and 
in connection with my remarks concerning working capital. Approxi- 
mately 35 percent of the total capitalization of class I r: ailroads is in 
the form of debt and for Pennsylvania Railroad 34 percent: For the 
other industries shown the percentage of debt to total capitalization 
ranges from a low of 8 percent in the case of the metals and mining 
industry to a high of 28 percent in the case of the tire and rubber 
industry. Not only does the debt of the railroads constitute a higher 
percentage of capitalization than is generally found in other indus- 
tries, but more important, as we have seen from the chart dealing with 
the composition of debt, a higher proportion of that debt is in the 
form of equipment « obligations which are nonrefundable and which 
impose an ever-increasing drain on cash. This condition is not found 
in the other industries. 

Looking ahead 10 years, it appears from chart Q that the cash outlay 
for payment of existing debt maturities, both bond and equipment, 
plus an estimate of future equipment maturities, will mean that over 
this period the class I railroads will be called upon to put out M4 
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billion 213 million or roughly $420 million a year just to meet maturi- 
ties. Now if we add to that the interest charges on this debt, we find 
that we come up with a total figure for debt service during the 10- 
year period of almost $8 billion, actually an average of $785 million a 
year. With one possible exception, all of this must “be paid out in cash, 
since obviously interest charges are not susceptible to refunding, nor 
are equipment maturities. The bond maturities w hich, it is true, in 
some cases might be refunded, amount only to $713 million, or less than 
10 percent, and these f figures have been adjusted to the extent that 
planned refundings on the part of the Pennsylvania Railroad, in the 
amount of $75 milllion, have been eliminated. Naturally, the inten- 
tions of all the other class I railroads are not known to us, but any 
variation in this figure would not be of great significance in any 
event. ' 

Turning to the Pennsylvania Railroad, in chart R, we find that dur- 
ing the same period it is estimated that the cash outlay for payment 
of principal of outstanding and projected debt, after allowing for 
certain refunding operations, which I have already mentioned, still 
comes to a total of $552 million, and if we add to this estimate the 
annual interest sharia of $329 million, we have a grand total of $881 
million payable by the Pennsylvania Railroad during the period, or 
slightly more than 10 percent of the debt service of the industry. 
This represents an average of $88 million a year, and I might add it 
does not allow anything for the cost to the Pennsylvania Railroad for 
the floating of any : additional bonded debt to finance expansion, other 
than equipment purchases. 

In the case of the latter, I am speaking of equipments, we have es- 
timated that equipment debt will be expanded by about 20 percent. in- 
dustrywise. We know this is insufficient to finance the amount of 
equipment which we believe will be needed, but we do believe 
this is probably the maximum that we can be reasonably sure the 
market will absorb. In the 10-year period ahead of us, a substantial 
portion of this 20 percent increase may very we ‘ll be required to meet 
anticipated increased costs of equipment, and to the extent that it is, 
it will further handicap the railroads in procuring sufficient equip- 
ment (cars and engines) to meet projected demands. 

In the case of the Pennsylvania Railroad, we have only allowed for 
the issuance of $30 million equipments a year, which represents actual- 
ly a decrease over what we have snttkashihtiie over the period, but 
necessity dictates this policy if we are to preserve even our deteriorated 
credit position. I can assure you that both the industry and the 
Pennsylvania Railroad are fac ed with an almost unsurmountable drain 
from this standpoint, coupled with all the other factors present. 

Chart S sets forth the sources and applications of funds on a cash 
basis for the industry as a whole, as projected over the next 10 years. 
On the left hand side are indicated the amounts of cash it is estimated 
will be available and the sources from which they will be derived. First 
of all is the item of $6.6 billion representing depreciation. This 
figure is arrived at based on figures compiled by the Association of 
American Railroads as received from various class I railroads as to 
their projected capital expenditures. Next is $4 billion which will 
be derived through financing, or in other words, through the sale of 
equipment obligations. Here again, although the announced inten- 
tions of all the class I railroads indicate very large expenditures for 
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equipment, we have felt called upon to limit the amount that can be 

realized to $400 million a year as being the amount we believe the 
market may be able to : absorb. The net income figure of $8.4 billion 

is based on average earnings of the railroads over the last 5 years. 

Obviously we had to make some assumptions in the connection, and 
as of now, we know of no reason why the railroads will fare any 

better than in the past. 5 years, which has been an era of great pros- 

perity generally, although as pointed out previously not shared in to 
any large extent by the railroads. 

If anything, this earnings estimate may be too optimistic since 
they have been distorted by accelerated amortization. However, as 
indicated on the chart the amount available from all sources agere- 
gates $19 billion during the 10-year period. 

Turning now to the : applic ation of funds during this period, maturi- 
ties of bonded and equipment debt amount to $4.2 billion, capital ex- 
penditures at an average of $114 billion a year, based on figures com- 
piled by the Association of American Railroads from class I rail- 
roads directly, total $15 billion, and dividends are estimated to be $3.9 
billion. This figure is based on the average dividends paid over the 
last 5 years. You will note that there will be a cash deficiency during 
the period of more than $4 billion, or in other words, just over $400 
million a year. 

In our opinion, the capital expenditures shown are far below what 
actually are needed. However, in the event some question might be 
raised as to this item, in the second column in table 23, we have 
reduced capital expenditures to $11.2 billion, representing the average 
expenditures for this purpose over the last 5 years. All other figures 
are the same, except that with reduced capital expenditures there is 
obviously a slight reduction in depreciation as a source of cash. 

Since we all know that these expenditures have been inadequate, and 
furthermore that even to duplicate the same facilities would cost more 
because of increased costs, they are definitely out of line. However, 
even on this reduced basis, a loss is shown in working capital during 
the period of $600 million. 

This $600 million figure compares with estimated working capital 
of all class I railroads, as mentioned before, at the end of 1956, of $1 
billion, so that if this estimate turns out to be correct, working capital 
would be cut 60 percent during the 10-year period. As I said at the 
outset, we believe that wor king c apital is down to a minimum if not a 
danger point at this very time. 

If, as shown on the chart, the loss in working cash is over # billion, 
the industry would have a working capital deficit of $3 billion. Obvi- 
ously in such an event the r: ailroads could not operate and stay solvent. 

Now, if we turn to look at the situation with respect to the Penn- 
sylvania Railroad, where I know the situation more intimately, capital 
expenditures have been estimated at $120 million a year. We actually 
know that, based on the condition of our freight equipment and the 
antiquated state of our own passenger equipment, plus the need for 
pressing improvements to our road in the way of centralized traffic 
control, modernization of yards, and straightening of track curva- 
tures, we should spend, as estimated by our - president, $200 million a 
year—not $120 million—or $2 billion over the 10-year period. 

However, on the basis of the $120 million figure, over the 10- -yea 
period we will be short $615 million, which compares with our a 
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ing capital at the end of 1956 of $72 million. If we consider the sit- 
uation as shown on the second column of table 24, on the basis of 
capital expenditures over the last 5 years, which were insuflicient, we 
still come up with a deficiency of more than $200 million. Obviously 
we cannot afford either of these deficits and remain solvent. 

I think these source and application charts, together with the other 
facts we have examined, point up clearly the problems facing the rail- 
roads today. We are dealing with a patient which is seriously ill and 
which cannot stand very much more in the way of additional adver- 
sity. If we are to keep pace with the anticipated growth in the Na- 
tion’s economy, some means must be found to place the physical prop- 
erty of the railroad industry in excellent condition, and also to allow 
it to acquire additional capacity to meet increasing demands, without 
further endangering its financial position. 

The result otherwise will be that industry in general will be ham- 
pered by an inefficient transportation system, and in the event of war, 
the very life of the country may be endangered. 

Gentlemen, none of the figures you have seen includes increases in 
costs because of the proposed legislation before this committee. Testi- 
mony by the railroad industry will indicate how substantial these costs 
will be. Under the circumstances existing today, we do not believe 
there is any reasonable justification at this critical point to add addi- 
tional unnecessary burdens on the industry. 

Initially I indicated that what I have presented to you today is a 
condensation of the complete statement which I have asked to file with 
you. I hope that you will accept the complete statement for filing and 
give it consideration, because I have dealt only with the highlights. 
The complete statement contains many pertinent facts which warrant 
your study and consideration. I respectfully urge that the legislation 
before this committee not be reported favorably. 

That is all, Mr. Chairman. 

The Cuatrman. Thank you very much, Mr. Bevan. 

Your entire statement, together with the exhibits which you have 
presented with it, will be included in the record. I think these charts 
as well as the statement are very important and should be a part of 
the record. 

Mr. Bevan. Thank you, sir. 

(Mr. Bevan’s prepared paper with exhibits follows :) 


STATEMENT OF DaviD C. BEVAN, VICE PRESIDENT, FINANCE, THE PENNSYLVANIA 
RAILROAD Co. 


In connection with H. R. 4353, Proposing substantial changes in both the Railroad 
Retirement and Unemployment Insurance Acts 


Mr. Chairman and gentlemen of the committee, my name is David C. Bevan, 
and my home is in Gladwyne, just outside of Philadelphia, Pa. I have had 
over 25 years financial experience, including almost 6 years with the Pennsyl- 
vania Railroad. 

Upon my graduation from Harvard Business School in 1931, I became associ- 
ated with the Provident Trust Company of Philadelphia, working in practically 
every department of the bank, but spending a substantial amount of time on 
investments in the trust department, which naturally covered also the invest- 
ments in railroad securities. I was an officer of that bank when I left in 1942 
during the war. For 2 years I was, first a member of the Lend Lease Mission 
to Australia, and later its acting head, and in the final year of the war, 1945, 
I was deputy head of the Mission of Economic Affairs, London. 
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Shortly after my return to the Provident Trust Co., in 1946, I became assist- 
ant treasurer of the New York Life Insurance Co., later becoming treasurer. The 
latter is the fourth largest life insurance company and at the end of 1955 had 
assets of about $6,050,000,000. As treasurer of that company, I had direct super- 
vision over investments ag well as fiscal operations. 

In 1951, I came to the Pennsylvania Railroad as financial vice-president and 
also as a director. Since that time all financial operations have been under my 
direct supervision. I am also a director and chairman of the finance committee 
of the Norfolk & Western Railway Co., director and member of the executive 
committee of the Provident Trust Co., a.d member of the board of managers of 
the Western Savings Fund Society, Philadelphia. 

As indicated by the foregoing, I have followed the railroad industry closely 
for a good many years and have had the advantage of following trends in the 
industry from an objective standpoint, as well as now having an active participa- 
tion in trying to work out the problems that confront both the industry and more 
particularly the Pennsylvania Railroad. 

The Pennsylvania Railroad consists of about 10,000 miles of owned and leased 
lines, with just over 24,000 miles of track. Our railroad serves 13 States and the 
District of Columbia, as may be seen from the map at the front of the ex- 
hibits. We account for almost 10 percent of total revenues for the industry, 
and from the standpoint of the latter are the largest company in the railroad 
industry. In 1956 revenues were $991 million, roughly divided 20 percent in 
passenger and allied revenues and 80 percent in freight. In the years 1951 to 
1953, inclusive, gross revenues were slightly in excess of $1 billion. Total assets 
of the consolidated Pennsylvania Railroad system are in excess of $3 billion and 
funded debt and equipment obligations outstanding at the close of 1956 amounted 
to $962 million. As of December 31, 1956, the number of employees totaled 
101,949, down substantially from the 126,000 employed in 1952 and 1953 or the 
postwar high of 151,000 in 1946. Total salaries and wages paid in 1956 amounted 
to $542 million, or just under 55 percent of our gross revenues. In 1956 we paid 
in railroad retirement taxes and unemployment insurance taxes over $33 million, 
or approximately 10 percent of the total retirement and unemployment taxes 
paid in that year by Class I railroads of $334 million. Other pertinent high- 
light statistics may be found in table 1. 

The transportation industry is vital to the American economy, both in times 
of peace and war, and for a long number of years the railroad industry has repre- 
sented the backbone of the transportation industry. With the motor and air 
carriers either reaching or approaching maturity in the postwar era, competitive 
forces exist in the transportation industry to a greater degree than ever before. 

As an indication of the importance of transportation to our economy, it has 
been estimated the American public spends about $84 billion annually for com- 
mercial transportation services, common carrier equipment, motor vehicles and 
accessories, and highway construction and maintenance. This is equivalent to 
approximately 25 percent of our national income which is running at an annual 
rate of about $340 billion. The transportation industry as a whole employs about 
10 percent of all our labor and at the same time constitutes one of other in- 
dustries’ best customers. It is estimated that the industry consumes about 
50 percent of petroleum, 62 percent of rubber, 28 percent of steel, 21 percent of 
aluminum, and 14 percent of copper used in the United States. 

The absolute essentially of the railroads in time of war is clearly indicated 
by what transpired during World War II. They carried more than 90 percent 
of all military freight and 97 percent of all organized military traffic, and in 1944 
they carried about 70 percent of all intercity freight traffic moved, and in the 
same year they handled over 95 billion passenger-miles, more than twice the 
total for any year in history prior to the war. 

The railroads performed a truly hereulean task during World War II, but 
unfortunately the industry as a whole faced the postwar period with a very 
badly worn-down plant as a result of the all-out effort during the war. This fact, 
coupled with estimated total expenditures by the Federal Government for do- 
mestic inland transport facilities in the 10 years following the war of over $5 
billion, consisting of $3,600,000,000 for highways, $700 million for airports and 
air navigation aids and $800 million for inland waterways, has made the post- 
war period a difficult one for the railroads. In addition, outmoded restrictive 
regulatory procedures and spiraling costs in an inflationary economy have helped 
to place the railroad industry in a most serious position. Furthermore, ironically 
it appears that despite an optimistic outlook for business prosperity in general 





322 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


ever the next 10 years, it is going to be very difficult for the railroads to share 
in this prosperity because of the many problems facing them. 

The foregoing constitutes the general background for the testimony which I 
wish to place before you gentlemen. Obviously, because of limitations of time, 
it has been necessary for me to cover only a few of the major factors involved. 
However briefly it has been stated, I did consider it necessary to emphasize at 
the outset that despite the high level of prosperity in the post-war period for busi- 
ness in general, the railroad industry today is in a most critical position, and 
because of this every decision affecting their welfare must be weighed very 
carefully because at this stage a wrong conclusion would effect irreparable dam- 
age to the industry. In other words, we are dealing with a patient which is 
seriously ill and which cannot withstand very much more in the way of addi- 
tional adversity. 

Now turning to my testimony, it might be well to point out that it will cover 
the following major points: 


(1) The earnings of the railroad industry for many years have been 
totally inadequate to assure a strong, sound and stable industry, which as 
mentioned previously we consider to be absolutely necessary to a prosper- 
ous economy. 

(2) Because of inadequate earnings, the railroad industry has been ma- 
terially weakened, both from a competitive and financial standpoint, and 
is in a serious condition today. 

(8) Despite the favorable outlook for business in general over the next 
10 years, the problems facing the railroad industry are so serious that if 
they are not properly solved the railroad industry probably will not be able 
to provide the service necessary to support this prosperous peacetime economy 
and as a result may be threatened with nationalization. If this happens, 
it will have crippling consequences not only to private enterprise as such 
but to our whole economy. 


Turning to the inadequacy of past earnings, let us examine for a moment chart 
A entitled “Comparison of Rate of Return on Net Assets with Yield on Long 
Term United States Treasury Bonds.” By net assets we mean the book value 
of outstanding preferred and common stocks and surplus accounts at the begin- 
ning of each year. In this chart we compare the rate of return realized over 
the period 1940 through 1955 on long term Government bonds with the return 
realized by manufacturing corporations, public utilities, class I railroads, and 
the Pennsylvania Railroad. You will note that in the case of the manufactur- 
ing corporations the rate of return in 1940 amounted to a little over 10 percent, 
declined to about 9 percent in 1945, skyrocketed in the postwar period to a peak 
of almost19 percent, and then declined somewhat, but amounted to 15 percent 
in 1955. Throughout, the highest return realized by the railroads was always 
below the lowest return realized by the manufacturing companies. During the 
same period the return realized by public utilities ranged between 6 percent and 
approximately 10 percent. On the other hand, the class I railroads as a whole, 
with the exception of the 2 war years 1942 and 1943, during this whole period 
never equaled the return of the public utilities. As a matter of fact, in only 
the 2 years mentioned, 1942 and 1943, were they able to exceed the 6 percent re- 
turn which was the lowest realized by the utilities over the 16-year period. In 
the case of the Pennsylvania Railroad the same relationship, so far as 1942 and 
1943 are concerned, holds true, but for most of the time it is clearly evident that 
the rate realized was not only far below that for class I railroads generally, but 
in the years 1946, 1947, 1949, 1951, 1953 and 1954 the return was actually below 
that obtainable on long term governments, so-called riskless investments. As 
shown by the figures contained in table 3, even this meager return was not actu- 
ally realized by the Pennsylvania Railroad stockholders since more than half 
the earnings were plowed back into the property. This is in spite of the fact, 
as I will demonstrate later, that we have paid as dividends to our stockholders 
a greater percentage of available net income than the average for all class I 
railroads. 

Perhaps the complete inadequacy of the rate of return obtained by the rail- 
road industry can be realized more clearly by looking at chart B, which contains 
a list of 73 industrial groupings with the rate of return shown on net assets for the 
calendar year 1955. The rate of return realized ranges between a high of 29.1 
percent and a low of 4.6 percent. In this listing, the class I railroads stand 68th 
in a list of 73, and the Pennsylvania Railroad’s rate of return of 2.9 percent was 
substantially below the bottom-rated industry, traction and bus, which realized 
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a return of 4.6 percent. It should be borne in mind in this connection that the 
Pennsylvania Railroad accounts for almost 10 percent of the industry, and since 
there were other railroad companies whose return was equally or even more 
inadequate, it can be readily observed that a substantial portion of the railroad 
industry’s earnings are highly marginal. 

The basic causes behind the meager earnings of the railroad industry are 
manifold, but probably the most important are: 

1. Restrictive and outmoded regulatory procedures by various governmental 
bodies at local, State, and National levels. 

2. Both direct and indirect subsidies to all other forms of transportation, with 
the exception of the pipelines. These have had the effect of preventing each 
segment of the transportation industry from finding its proper place in the indus- 
try as dictated by sound economics. At the same time subsidies have also tended 
to hold down,. across the board, rates of all transportation agencies, since those 
whose operations are cushioned by subsidies have not felt the same necessity for 
raising them as they otherwise might have with costs spiraling. 

The figures appearing in table 4 clearly indicate how rates in the transporta- 
tion field have thus been held down artificially. In this table a comparison is 
made between the years 1929 and 1955. These 2 years have been selected because 
I believe everyone will agree that in 1929 the transportation industry was gener- 
ally considered to be in a healthy and prosperous condition in this country and 
maintaining its relative economic position in our free-enterprise system; and 1955 
represents the latest figures available. During this period the physical produc- 
tion, as measured by gross national product in constant dollars, has increased 116 
percent. Intercity ton-miles handled by all transport agencies during the same 
period have increased 113 percent, so that in terms of physical volume the trans- 
portation industry has held its own during the last 26 years. However, if we 
examine corporate sales or revenues for industries other than transportation, we 
find that during this period they increased 314 percent as compared to an increase 
of only 142 percent in the revenues of the transportation industry. This clearly 
indicates how the price level in the transportation industry has been artificially 
held down. As a consequence, naturally enough, this has seriously affected profits. 
During this 26-year period corporate profits of the transportation industry showed 
an actual decrease of 27 percent as compared to an increase of 178 percent for in- 
dustry other than transportation. If transportation sales had gone up to the 
same extent as other corporate sales, in the year 1955 alone it would have received 
an additional $16 billion of revenues. And if it had been able to maintain its 
relative position with other industries with respect to profits, it would have real- 
ized an additional $1,850,000,000. If these additional profits are divided on the 
basis of traffic volume, approximately half, or $900 million would have flowed 
to the railroads. Needless to say, such a substantial addition to net income would 
have materially aided the railroads to strengthen their existing weak position. 

3. In the postwar inflationary economy it has been most difficult for the rail- 
roads even to obtain such rate increases as have been considered absolutely 
mandatory to offset increased costs, and in every instance even those increases 
that have been obtained have lagged far behind the cost increases from the 
standpoint of time. Of course wage costs are the largest factor by far in the 
operating expenses of the railroad industry. 

Whatever the causes back of the situation, it appears perfectly obvious that 
the railroads have not received an adequate return. It seems also perfectly 
clear that the railroads’ position has been severely damaged, possibly irreparably, 
by this failure, and my testimony will now deal with this aspect of the situation. 

Let us examine for a moment chart C, entitled “Class I Railroads and Lessors 
Funded Debt Outstanding.’ In 1940 the total debt of the class I railroads 
amounted to $11.3 billion, and since that time this debt has decreased to $9.7 
billion, which is all to the good. However, there has been a very substantial 
change in the composition of this indebtedness. In 1940, only roughly 4 percent 
of this debt was in the form of equipment obligations. However, equipment debt 
jumped about 5 times to $2.5 billion by 1955 and as of that date represented just 
over 25 percent of total debt. The important difference in the character of this 
debt stems from the fact that equipment obligations mature serially, generally 
over a 10 to 15 year period, and cannot be refunded. Bonded debt, on the other 
hand, is generally susceptible to a refinancing operation. This means that 
whereas in 1940 serial maturities of equipment debt were negligible, by 1955 they 
were substantial and definitely represented a major drain on the cash drawer of 
the industry. This can be seen by the fact that such maturities are now running 
on an annual basis at the rate of about $350 million a year. This is just about 


-- 


equivalent to 75 percent of total equipment debt outstanding in 1940. 











324 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


Turning to chart D, this again deals with funded debt outstanding due within 
20 years of calss I railroads. The amounts shown of total debt outstanding in 
1940 and 1955 are naturally the same as in the previous chart. Total debt went 
down gradually from $11.3 billion to $9.3 billion in 1945, and since that time the 
trend has been upward, but not in a material amount. However, if we examine 
the composition of the debt from another standpoint, in 1940 we find that of 
the total debt outstanding as of that date, 48 percent would mature within 20 
years. This figure again is little changed in 1955, and as of the end of the year 
1955, 44.5 percent of the debt was scheduled to mature in 20 years. The impor- 
tant change again is with respect to equipments. Less than 10 percent of the 
debt maturing in 20 years in 1940, or 9.8 percent to be exact, was in the form of 
equipments, whereas in 1955 of the debt maturing in 20 years 58.5 percent was in 
the form of equipment obligations. To clarify this, it means that at the end of 
1955 almost half the debt outstanding would mature in 20 years. With respect 
to bonded debt this is not too serious provided the credit of the industry and of 
the individual companies is such that it can be refinanced. It is sifinicant, how- 
ever, that of this debt maturing in 20 years, 58.5 percent is in the form of equip- 
ments, which are nonrefundable and therefore must come out of the industry's 
eash. For reasons which I will explain later, unfortunately we believe that the 
amount of equipment obligations outstanding is going to continue to rise mark- 
edly to the extent that the market will absorb them, and we estimate, assuming 
this premise, that by 1965 the amount of equipments outstanding will increase by 
20 percent or $500 million. This in turn will increase the year to year cash drain 
on the companies involved, will make their debt service larger and more rigid, and 
will make each company more susceptible to receivership or bankruptcy in the 
event of a decline in business. 

Looking at the same figures with respect to the Pennsylvania Railroad, on 
chart E, the same situation is apparent. Bonded debt between 1940 and 1955 
has decreased from $969 million to $683 million, or 30 percent. During the 
Same period equipment debt increased almost 5 times, or about $240 million. 
Overall there was a minor decrease of $46 million in total debt in the 15-year 
period, but here again annual equipment maturities which were $6 million in 
1940 jumped to $34 million by the end of 1955. 

Turning to chart F, which is similar to the industry chart on funded debt 
outstanding due within 20 years, we find an even more serious situation with 
respect to the Pennsylvania Railroad as compared to the class I railroads as 
a whole. In 1940, 41 percent of the debt was due within 20 years and by 1955 
this had climbed to 79 percent. In other words, in the next 20 years all but 
20 percent of our debt outstanding will have to be met either through refinancing 
or by cash payments. Of the debt due in 20 years in 1940, only 15 percent was 
in the form of equipment obligations, which as I said before have to be paid 
in cash and cannot be refunded, but by 1955, 39 percent of debt due in 20 years 
definitely will have to be met out of the cash drawer. To put the Pennsylvania 
Railroad situation a little more concisely, 80 percent of our outstanding debt, 
or almost $800 million, matures within 20 years, and of this we know that a 
minimum of $304 million is represented by equipments and therefore must be 
met out of cash. 

Summing up, although the overall debt situation in the case of class I rail- 
roads shows a very slight improvement from the standpoint of the aggregate, 
there has been a substantial deterioration as a result of the change in composi- 
tion which is going to result in a greater drain on the railroads’ cash resources. 
The same is true in the case of the Pennsylvania Railroad to an even greater 
extent. The basic reason for this unfavorable situation of course lies in the 
inadequacy of past earnings. 

It now seems appropriate to turn to the working capital position of the 
railroads to see whether or not they are in a position to stand an additional 
drain in this respect. The position of the class I railroads in regard to working 
capital is shown on chart G. On this chart the working capital is compared 
on an absolute basis with operating revenues, since after all, the volume of 
business dictates to a large extent the need for working capital. Working 
capital is the figure which represents the difference between current assets and 
current liabilities. 

In every other industry with which I am familiar, current assets include 
all those items which can be liquidated or converted into cash within 12 months, 
and current liabilities include all items which must be paid within 12 months. 
In the case of the railroads, debt due within 1 year is not included in current 
liabilities, although debt due in 6 months is reported as a footnote in ICC reports. 
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This is contrary to standard accounting procedure and the practice in other 
industries, and in my judgment gives a completely false picture, since obviousiy 
there is no difference between one type of liability and another if both have to 
be paid in the same period of time. Therefore, we have included debt due within 
a year in current liabilities. Working capital as thus defined is represented by 
the solid red line. The broken line represents working capital reduced by 
materials and supplies. This is shown because there is a real question in the 
minds of most informed people whether or not materials and supplies should be 
included as a current asset. These are entirely different from the inventory of a 
manufacturing company which is generally converted into a finished product 
and disposed of in the course of 12 months. In other words, materials and 
supplies are not, with certain exceptions, liquid assets. However, whether or not 
they are included, the results in the comparisons are not too different. 

Comparing working capital with gross operating revenues, it is noted that 
there is a fairly parallel trend between working capital and gross revenues from 
1940 to 1946. From there on, gross revenues have increased somewhat, primarily 
as a result of rate increases. Working capital, however, has tended to decline. 
In other words, an increasing amount of business dollarwise has had to be handled 
with a decreasing amount of working capital. 

As far as the Pennsylvania Railroad is concerned, as indicated in chart H, 
our working capital did not increase in proportion to the increase in gross 
revenues during the war years and with the deficit incurred in 1946 and matur- 
ities of over $40 million facing us in 1948, our working capital at the close of 
1947 reached a low of $46 million. If materials and supplies are eliminated, 
there was actually a deficit in working capital of $18 million. 

The improvement in our working capital since that time was achieved prin- 
cipally through the liquidation of assets. In the past 16 years and principally 
since 1948, the Pennsylvania Railroad has raised over $92 million in cash by 
this means. Included in the sale of assets were such properties as the Hotel 
Pennsylvania in New York, valuable property in downtown Pittsburgh and 
Philadelphia together with other miscellaneous real estate holdings, our stock 
in Pennsylvania Greyhound Lines, 9 water companies, and this past year the 
Virginia Ferry Corp., in which we had a 50 percent interest, was sold to the 
State of Virginia. In addition, over $38 million was raised in 1948 through the 
sale of bonds of our leased lines held in our treasury. This procedure is obviously 
cannibalistic, unhealthy, and can only be justified on the basis of our stringent 
need for money to carry on our railroad operations. I might also add that we 
have virtually exhausted our resources along this line, and the raising of cash 
from these sources cannot be repeated. 

In chart I, with working capital expressed as a percentage of gross revenues, 
a comparison is made as between class I railroads as a whole and the Pennsyl 
vania Railroad. It clearly indicates that we have been able to maintain a work- 
ing capital position comparable to class I railroads as a group in the postwar 
years, only through the sale of capital assets or by increasing system bonded 
debt which, as pointed out above, cannot be repeated. It also shows that in the 
generally prosperous period following the war an increasing dollar volume of 
business has had to be handled with a decreasing amount of working capital. 

The question may be rightly posed as to whether or aot this in itself is serious 
because there is always the possibility that any individual company or any in- 
dividual industry may have an excess of working capital. 

On chart J, a comparison is made of the percentage of working capital to the 
volume of business done by the Pennsylvania Railroad, class I railroads, and 
other typical industries. It will be noted that Pennsylvania Railroad working 
capital amounted to only 9 percent and class I railroads 12 percent of the 
volume of business transacted; working capital of the oil and food products 
industries was almost twice that of the railroads; steel was twice that of the 
railroads ; and building materials, tire and rubber, chemical, metals and mining, 
and the agricultural machinery industries were substantially beyond even these 
figures, ranging all the way up to 48.7 percent in the case of agricultural 
machinery. 

It might be argued that these other industries need more working capital 
since they have to carry large inventories. On the other hand, it is certainly 
true that their inventories constitute a better current asset than our materials 
and supplies which are included in current assets for purposes of comparison. 
However, if we take out inventories in the case of other industries, and ma- 
terials and supplies in the case of the railroad industry, you will notice the 
Pennsylvania Railroad still has the smaliest working capital as a pereentage 
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of volume of business done, a shown in chart K, and, with one exception, the 
elass I railroads smaller than any of the other industries with which a com- 
parison is made. 

It may also be contended that the railroads should be able to get along with 
smaller working capital because they do not have to carry a large volume of 
accounts receivable, since the bulk of transportation bills are payable within 48 
or 96 hours. There is one exception to this, however, and this is certainly true 
in the case of the Pennsylvania Railroad. Fairly substantial accounts receiv- 
able are due by various agencies of the Federal Government, and these are car- 
ried for longer periods of time. In addition, and as will be shown later on in my 
testimony, the debt of the railroads represents a higher percentage of their capi- 
talization than in the case of any of the other industries shown in these charts. 
Further, as we have seen from the charts on debt, the railroads have a very sub- 
stantial amount of annual eequipment maturities which are peculiar to this 
industry, and overall the debt service of the railroads is much higher than in any 
of the other industries with which comparisons are made. 

In any event, the working capital position of the industry, and this is par- 
ticularly true of the Pennsylvania Railroad, has deteriorated and it now seems 
clear that the situation has not been eased by what transpired in the past year, 
From the preliminary figures available, it would appear that the class I rail- 
roads lost about $200 million in working capital in 1956, and if we exclude ma- 
terials and supplies as a current asset, they lost more than $250 million. To 
put it another way, the railroad industry ended 1956 with working capital of ap- 
proximately $1 billion and if we exclude materials and supplies, the figure is 
around $275 million. 

To illustrate what this deterioration in the railroads’ working capital means 
from the standpoint of daily operations, the mouthly payroll of the railroads, 
including the current cost arising from the 3-year wage settlement pattern, aver- 
ages $465 million. Compare this figure with the estimated current working 
capital of $275 million, excluding materials and supplies since to a great extent 
they do not constitute a liquid asset, and you will find that working capital 
is equal to little more than the semimonthly payroll. As of the end of 1955, 
working capital, excluding materials and supplies, was equal to the payroll for 
about 40 days, while in 1945 it was equal to 444 months. 

As far as the Pennsylvania Railroad is concerned, our working capital at the 
end of 1956 was $72 million, a loss of $14 million capital for the year. Excluding 
materials and supplies, working capital was $5 million. Compare the latter 
amount with our current monthly payroll of about $47 million and you will 
find that it is equivalent to our payroll for just about 3 days. As of the end 
of 1955, our working capital, excluding materials and supplies, Was equivalent 
to about 8 weeks’ payroll and in 1945, slightly better than 24% months. 

Therefore, with inadequate working capital, the railroads are in a position 
where they must meet their current expenses out of current receipts and in the 
event of a decline in business, they have no alternative but to reduce expenses 
promptly and accordingly. Once again it may be said that fundamentally this 
is also attributable to the past inadequacy of earnings. 

Next the question arises as to whether or not the maturing debt and working 
capital situation of the railroads is the result of improvident dividend policies 
rather than to a lack of earnings. I would like to turn to chart L for a moment. 
During the entire period 1946 to 1955, or in other words, the postwar era, class 
I railroads paid of 42 percent of their net income in the form of dividends. Since 
there is nv comparable classification either in the industrial field or the utility 
field, we next show the amount paid out by the railroad companies making up the 
so-called Jtow-Jones railroad average. The list of these companies is contained 
in table 10, and comparisons of these are made with companies in the Dow-Jones 
utility average and with the Dow-Jones industrial average. The companies coim- 
prising the Dow-Jones averages are commonly used as an indicator of trends in 
market prices, dividend yields and other related data. It will be noted that the 
companies making up the Dow-Jones railroad averages during this period from 
1946 to 1955 paid out 43.9 percent of their net income in the form of dividends, 
the Dow-Jones industrial average group 55.9 percent, and the Dow-Jones utility 
average group 68 percent. In the case of the Pennsylvania Railroad we paid out 
56.5 percent. The fact that we are obviously out of line with the average payout 
by the railroads can be best explained by the fact that for years Pennsylvania 
Railroad stock has been known as a “widows and orphans stock.” In other 
words, there are large numbers of people who have bought it because of its long 
unbroken dividend record, and under the circumstances the directors have felt 
it necessary to continue some payments on the stock, and since our income has 

















RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 327 
been so low the resulting percentage is naturally higher than that of some of the 
other roads. In this particular period also the percentage payout figure is dis- 
torted somewhat by the fact that in 1946 we had a deficit rather than a profit but 
still made a modest dividend payment. 

If we examine only the period 1951 to 1955, we can see that the amount paid 
out by the railroads was likewise substantially lower than in the case of either the 
industrials or the utilities. Dow-Jones railroad average companies paid out 42.8 
percent, the industrials 58.8 percent, and the utilities 70.9 percent. For this 
period the Pennsylvania Railroad was more in line with the amount paid out by 
all other Class I railroads, although still somewhat more on the liberal side. 
Again if we take just the year 1955, the same comparisons hold good. In the 
past year, our dividend payments amounted to 49 percent of net income, which 
is in line with our payout of earnings in 1955 as well as the 5-year period 1941-55, 

From these charts it seems clear that the railroads have been conservative in 
their dividend payments, particularly when we bear in mind that they paid out 
a lower percentage than the other two groups, industrials and utilities, even 
though they did not enjoy the increased earnings during this post-war period 
that the other two groups did. This dividend policy also refiecs a realization 
on the part of the railroads that their debt situation was deteriorating, that their 
working capital position was weakening, and that because of inadequate earn- 
ings over a long period of years they had a very limited ability to raise money 
in the market, and I will discuss this in more detail later, and therefore they 
were more dependent on cash throw-off and retained earnings to meet the cost 
of capital improvements. 

This brings up another serious problem with which the railroads have been 
struggling and which is going to increase their difficulties as far ahead as we 
ean see. The notorious lack of earning power of the railroad industry has made 
it extremely unpopular as an outlet for capital seeking investment. There are 
only about a handful of common stocks of railroad companies today that even 
te a small degree are being purchased by institutional investors. Naturally 
with the low earnings of the railroads and with the large number of companies 
that went through reorganization in the thirties, their basic credit standing has 
been undermined. To give you some idea of what has transpired, for a moment 
I think it will be interesting to review how two regulated industries have fared 
over a period of years. 

The utility industry today, I think it can be said without qualification, has 
popular acceptance as a growth industry, whereas all too frequently the layman 
considers the railroad business a dying industry. For a number of years we have 
been stringently regulated as a monopoly, despite the fact that today we are, in 
fact, in a highly competitive industry, and strangely enough, with most of our 
competitors subsidized. The utility industry, on the other hand, comes much 
closer to being a true monopoly but fortunately has been regulated, in most 
instances, more liberally, 

Today the credit rating of the utility industry is high, generally speaking ours 
is low. Utility securities running the gamut from mortgage bonds to common 
stocks are popular and sought after in the market place, whereas most of our 
securities, with the possible exception of equipment trust obligations .are looked 
askance by the average investor. 

In the postwar period 1946-55, the utilities realized an average return on 
net assets of 9 percent. As contrasted to this, the average return on net assets 
for all class I railroads was only 4.7 percent. Aside from all other factors, this 
difference alone is sufficient to create problems in the railroud industry and to 
afford the utility industry a comfortable and sound position. 

There are nearly $9 billion of railroad bonds and equipment obligations held 
by the public as of the present time, of which only about one-third are now rated 
by rating services as being of investment caliber. I might also add that, un- 
fortunately, only the equipment obligations of the Pennsylvania Railroad and a 
few issues which represent about 12 percent of our system bonded debt are rated 
as of investment caliber. Furthermore, none of the New York Central’s obliga- 
tions are rated as of investment grade, unless you classify Indiana Harbor Belt 
or Pittsburgh & Lake Erie obligations as being part of the New York Central 
System. The latter owns 60 percent of the Indiana Harbor Belt stock and 50 
percent of the Pittsburgh & Lake Erie stock. Very few railroads could raise 
new money based solely on their unsecured general credit, and a still smaller 
number by the sale of preferred stock, in today’s market. Few, if any, could 
do it by the common-stock route. 




































































































































































































































328 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


To illustrate my point a little more, the Southern Pacific on September 19, 
1956, sold $35 million first mortgage bonds, due in 27 years, rated Baa by 
Moody's, and the interest cost to the company was 5.29 percent. Also on January 
8, 1957, the Southern Pacific, which I might add has had one of the better 
records in the railroad industry, sold equipments, rated A by Moody’s, at an 
interest cost of 4.42 percent. As a matter of interest, and also because to me 
it represents a significant trend, it should be noted that Moody’s Investors’ 
Service last fall lowered the ratings of Southern Pacific equipments from Aa to 
A, primarily because their equipment debt has been increasing. One other 
factor involved was that with steadily mounting costs, the Southern Pacific has 
been unable to improve its operating ratios. It seems highly indicative of the 
fact that a growing number of even sophisticated investors have many reserva- 
tions about railroad securities as a sound medium for investment. By the same 
token, from the standpoint of the railroads it indicates that from a credit stand- 
point, to put it slangily, we are operating on very thin ice and may be faced 
with an increasing problem with respect to our ability to raise funds. In the 
second week of January, the Southern Railway and the Wabash sold equipments 
rated Aa by Moody’s at an interest cost of 4.23 percent and in that same week, 
the Missouri Pacific sold equipments rated A by Moody’s at an interest cost 
of 4.58 percent. On equipments rated Baa, the New York Central had an interest 
cost of 4.99 percent on December 6, while on October 16, a New York, New Haven 
& Hartford issue was sold at an interest cost of 5.31 percent, and as recent as 
January 28, the Boston & Maine actually had an interest cost of 6.11 percent. 
On November 29, we put out an issue of equipments, rated A, at an interest cost 
of 4.33 percent. Other equipments issued by us during 1956 were sold on August 
15 at an interest cost of 3.99 percent and on March 13 at 3.21 percent so that 
in a period of 9 months the cost of money borrowed to finance our equipment 
purchases increased 35 percent, and this is typical of the experience of other 
railroads. 

AS a practical matter, today the only important vehicle available to the 
majority of American railroads for raising new funds is through equipment 
trust obligations, secured by liens on new rolling stock. At this point, again, 
I would like to reiterate and point out that equipment trust obligations mature 
serially over a period of years, generally speaking 10 to 15 years, and with s6me 
running for an even shorter period. Furthermore, even in the case of equip- 
ment trust obligations it is usually necessary for the railroad in question to 
put up cash equivalent to 20 percent to 25 percent of the cost. 

Thirty years ago the life insurance companies had about 20 percent of their 
assets invested in railroad bonds; today the figure is under 5 percent, whereas, 
on the other hand, the proportion of public utility bonds to total assets increased 
from 7 percent in 1926 to 15 percent in 1956. One life insurance company had 
approximately 4 percent of its assets invested in American Telephone & Tele- 
graph system bonds alone. Despite the growth of investment and pension 
trusts and charitable foundations, a very small portion of their funds have found 
their way into the railroad field. On the other hand, they have been a big and 
important factor in making it possible for the utility industry to raise funds 
for expansion, not only through the sale of mortgage and debenture bonds, but 
the utility industry has had no difficulty in raising funds in the equity market 
through the sale of either preferred or common stocks. 

Going back for just a moment to the equipment trust market, I would also 
like to point out that there has been a very substantial increase in these obliga- 
tions in the postwar period, as the railroads have been forced to rely almost 
entirely on this method for raising funds to purchase a vast amount of new 
equipment. 

As of January 1, 1946, the total outstanding equipment obligations in the 
industry were $773 million, and at the end of 1955 they were $2,537 million. 
This has tended to saturate the market and it has only been with increasing 
difficulty that the investment bankers purchasing equipment trust issues have 
been able to dispose of them. As an indication of the decreasing interest in 
railroad equipment obligations, as of today the industry is in effect dependent 
almost entirely on two investment banking groups for the sale of their equip- 
ments. Between them these two groups handle about 85 percent of all equipment 
trust obligations marketed. 

To further accentuate the seriousness of the situation, the size of the potential 
market has been materially reduced. In the past, savings banks have been one 
of the major outlets for equipment trust obligations. However, in the past few 
years a number of States, including New York and Pennsylvania, have em- 
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powered the savings banks to buy preferred and common stocks. This, coupled 
with the fact that most savings banks have been very substantially increasing 
their mortgage portfolios, has resulted in a very limited demand on their part 
for equipment trust obligations. 

On top of this, the commercial banks of the country, longtime purchasers of 
equipment obligations, have been hard pressed to find sufficient funds to meet 
loan demands, and I think you are all well aware of the tightness of money at 
the present time. As a result, and we see no immediate prospect of relief in 
this connection, the commercial banks are primarily reducing their investment 
portfolios in order to raise funds for additional loans. Despite this liquidation, 
as of the beginning of this year the commercial banks of this country were in 
debt to the Federal Reserve to the extent of $370 million. Therefore it seems 
apparent that there wil! be a further liquidation of securities by the commercial 
banks. Consequently it may be many years before they again, if ever, become 
an important factor in the equipment market. 

In other words, the credit standing of the railroads has deteriorated, they 
have been more and more restricted for their source of funds to the equipment 
trust market, and that in turn has become saturated and from a supply standpoint 
the size of the market is shrinking. 

Many railroad companies are extremely worried at the present time as to how 
they are going to be able to finance equipment purchases, not in the year 1960 or 
1965, but in 1957. If it should become impossible to finance equipment purchases, 
obviously it will become impossible for the railroads not only to meet expanding 
demand but to replace equipment which is wearing out year by year. If this is 
true, then in turn, they will be unable to provide the service necessary to industry 
in general and will obviously not have the ability to meet the demands of a 
wartime economy. This sounds like a bleak picture, but factually it is true 
and the only possible offset is that we are hopeful that through the solution of 
a number of the problems cited in this testimony such a tragic eventuality will 
ultimately be averted. 

Again, to show how the popularity of the railroads from an investment stand- 
point has decreased and the credit of the industry eroded contrasted to other 
industries, chart M shows that of the new securities issued by the railroads in 
the period 1948 through 1955, as compiled by the Securities and Exchange 
Commission, only $12 million, or two-tenths of 1 percent, represented stock or 
equity financing. Most of this can be traced to two railroads. In 1951, the 
Nickel Plate raised $5,065,000. through the sale of common stock to reimburse 
its treasury for capital expenditures made, and in 1955 the Western Maryland 
realized $5,272,000 in this manner to provide a part of the funds required to pay 
off the accumulated arrears of dividends on its preferred stock. 

Contrasted with this is the showing in manufacturing industries where 21 
percent of the new securities issued represented stock or equity financing, or 
28 percent for electric, gas and water, 10 percent for communications, and 2: 
percent for all other industries. 

In the communications industry, nearly half of the securities classed as bonds 
were of the convertible type issued by 1 company, and its experience indicates 
that 99 percent of such bonds are converted into stock. If adjustment is made 
for this conversion, then 53 percent of the communications industry financing 
was represented by equity financing. Furthermore, of the $5,352,000,000 of 
bonds issued by railroads, $3,721,000,000, or 70 percent, were equipment obliga- 
tions, and again I repeat they mature serially over a 15-year period, or less, are 
not subject to refunding, and, therefore, must be met from the cash earnings of 
the railroads. 

Therefore, to finance improvements to the road, to obtain downpayments for 
equipment financing, and to finance any expansion, until some drastic change for 
the better occurs in the railroad industry we must depend almost entirely on 
retained earnings and depreciation cash. Depreciation charges are based on 
cost figures, a totally unrealistic life expectancy, and, because of the inflationary 
spiral in the postwar period, there is a further gap representing the difference 
between cost figures dating back some years and today’s replacement value. 

One simple concrete example will illustrate how costs have risen just in the 
eategory of new freight cars. In August 1955, one railroad, which in 1941 had 
bought a certain type of freight car for $3,900, requested bids for additional cars, 
using identical specifications as in 1941, and the low bid received was $7,800, and 
as of today it would probably be in the neighborhood of $8,200. In other words, 
in that short period of time the cost of that freight car has more than doubled. 

Another illustration which accurately portrays this particular problem can be 
found in the figures contained in table 13. <A freight car which cost us $4,800 in 
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1948 now costs $8,900, an increase of 85 percent. In addition, and despite the 
fact that we are now borrowing only 75 percent of the cost of the car compared 
with 80 percent in 1948, the total interest charges resulting from financing have 
increased about 192 percent so that the total cost involved in acquiring this 
freight car has risen from $5,568 in 1948 to $11,140 at the present time, or an 
increase of 100 percent. 

Without inflation, the cost of replacing equipment or allied improvements 
would present no serious problem. They would be handled almost automatically 
through the charge to expenses for depreciation. Equipment or anything else 
wears out a little each year. In other words, it depreciates. So if we buy some 
equipment that will last for 30 years and if the equipment costs us $30 million, 
it will wear out at the rate of $1 million worth each year, and we charge the $1 
million to expenses as depreciation. At the end of the 30 years, when the equip- 
ment wears out, we have recovered the $30 million through this process and, 
theoretically, we can buy new equipment with it. But at this point, inflation 
steps in. It now takes us about $2.67 to buy what $1 bought 30 years ago. So 
the $30 million will only be sufficient to replace 38 percent of the wornout 
equipment. 

Last year the Pennsylvania system spent about $58 million for equipment, 
principally for new freight cars and diesels, to replace wornout and obsolete 
units. If we consider that only about 38 percent of this replacement cost has 
been recovered through depreciation, then the remaining 62 percent, or $36 mil- 
lion, must come from our earnings. Last year our earnings were $4114 million, 
so that approximately 85 percent of these earnings were required to combat the 
effect of inflation in the replacement of equipment, without considering our 
roadway requirements. Thus you see that our profits are not real profits but 
only profits which have been absorbed by inflation before we get them. 

At this point I would like to quote from a speech made last spring by Com- 
missioner Owen Clarke, of the Interstate Commerce Commission, at Pittsburgh. 
He made the following comments in this connection: 

“The close relationship between profits and railroad willingness and financial 
ability to invest was recognized after World War I when car shortages were 
very severe. Accordingly, Congress incorporated provisions in the Transporta- 
tion Act of 1920 authorizing higher rail rates and, thus, higher rail profits in 
order that the country as a whole might have a more ample supply of cars and 
other rail facilities. But despite that policy and the historical example of how 
greater profitability in the subsequent 1923 to 1930 period led to more adequate 
investment in such facilities, in the decade since World War II the railroads have 
been expected to supply adequate cars, improve their roadways, and make new 
eost-reducing and service-improving investments on the very lean and sub- 
standard average return of 3% to 4% percent on their depreciated capital 
investment. Today’s inadequate car supply has been one of the inevitable results 
of that low-return policy. 

“Shippers who have strenuously resisted postwar rate increases to cover 
inflationary costs should not be surprised at the result. But in their own long- 
run interest they should ponder the implications, for the future, of continuation 
of those policies discouraging to adequate private investment. I am firmly con- 
vinced that the one thing, and the only thing, which will ever enable and cause 
the railroads to carry out a sufficient program of freight-car acquisition and 
plant improvement will be to permit them to earn sufficient net return to raise 
the new capital required for these purposes. Only in this manner can railroad 
facilities continue to expand to meet the expanding economy of an expanding 
America.” 

Finally, I would like to make just one more point on this subject. As you 
all probably know, with the advent of the diesel locomotive our industry has gone 
through virtually a complete revolution as far as motive power is concerned. 
In the short space of time from 1946 to 1955, outstanding equipment obligations, 
as mentioned before, soared from $773 million to $2,537 million. In this period 
the railroads spent some $3 billion for the purchase of diesels. If we assume 
$214 billion, or 75 percent of the cost, represented borrowed funds, and we assume 
the equipments are all payable over a 15-year period, although we know that 
some are for a shorter length of time but none longer, $150 million in cash is 
now required each year by the railroads to meet serial payments for diesels 
alone. In addition, the railroads were faced with an approximate outlay of 
$750 million for downpayments at the time of the acquisition of the diesels, 
Without the economies realized as a result of their acquisition, we would have 
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been in even more serious trouble than we now are. However, the spiral of 
inflation, and much of this represented increased wage costs, took away the 
savings before we had even paid for the diesels, so that from that standpoint we 
have been operating on a treadmill. 

Now let us turn from the damage done to the railroads financially through the 
past Meagerness of earnings to what has happened to the railroads competitively 
during this same period. 

The real story as far as the railroads are concerned is contained in chart 
N, which shows the division of revenues of public carriers during the postwar 
period. The detailed figures are contained in table 14. The best performance 
during this period, which is not surprising in view of the very substantial 
subsidies they enjoy without the handicap of any user charges, were the inland 
waterways, with gross revenues increasing from $104 million in 1946 to $410 
million in 1955, or on an index basis from 100 to 394, or an increase in gross 
revenues of 294 percent. The next best performance, which again I might add is 
not surprising because of substantial subsidies, direct and indirect, was by the 
airlines, whose revenues increased from $316 million to $1,201 million in 
1955, or a percentage increase of 280. The next best was likewise a subsidized 
rarrier, the trucks, whose revenues increased from $1,654 million to 
$5,534 million, or percentagewise 234 percent. The increase of the pipe- 
lines during this period was 130 percent. Rails showed an increase of only 
3 percent. The Pennsylvania Railroad fared even less well with an increase 
of 14 percent and the buses trailed showing an increase of only 1 percent. The 
latter of course have suffered from the tremendous increase in the automobile 
population in the post-war period. 

Examining now the railroad situation a little more carefully, despite the 
fact that overall revenues went up 33 percent, they have slipped badly in re- 
lation to the other public carriers. In 1946, rail revenues represented 73 percent 
of the total of federally regulated interstate for-hire carriers, and by 1955 this 
percentage had dropped to 55 percent. During this period the railroads 
have lost over $500 million in passenger revenues. During World War II, as 
mentioned previously, the railroads had to bear the brunt of the tremendous 
increase in traffic flow and their volume reached a peak of 747 billion ton-miles 
in 1944 and declined rather steadily from that time until 1954. However, in 
1955 it amounted to 631 billion ton-miles and it is estimated that 1956 will show 
a 4 percent increase over the 1955 level. 

The loss of the railroads competitively in the vital field of freight traffic is 
clearly indicated by chart O. Going all the way back to 1930, we can see that 
there has been a very marked downward trend in its proportion of the total, 
and in 1955 the share of the railroad industry reached a new low level of just 
under 50 percent. 

In the face of a steadily weakening competitive position, handicapped by 
subsidies to most of its competitors, and harassed by steadily rising costs, the 
railroad industry has had only two basic methods of offsetting its difficulties. 
We have already mentioned the diesel, which has been purchased in tremendous 
volume with great savings realized, but as indicated previously the advantage 
of these as reflected in railroad earnings has been offset by spiraling costs. 

The second method has been to pass on what it could to the consumer or 
shipper. Between 1945 and 1956, the cumulative effect of the authorized freight 
rate increases totaled about 89 percent. This excludes the interim increases 
effective December 28, 1956, since their effect on this period is negligible. in 
the same period the rise in both wages and material costs was substantially above 
this, or about 118 percent. 

Therefore, it seems clear that in our existing inflationary economy the rail- 
roads are already in a difficult position. Their past earnings have been inad- 
equate, their credit has deteriorated, their working capital position has de- 
clined, their ability to raise money in the market is not only limited but getting 
worse all the time, they are losing ground competitively, and the prices for their 
commodities are held down unnaturally, despite rising costs, because of the 
uneconomic effects of subsidies. 

The greatest single factor in reducing expenses in the postwar period has been 
the diesels, and I might say that the railroad industry has taken full advantage 
of it. There are many other economies to be made, but as far as can be de- 
termined at the present time, the returns in relation to the dollars spent will 
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not be as great, and naturally they all require the expenditure of substantial 
sums of money. 

In this connection, it would seem wise to look at what the railroads are con- 
fronted with over the next 10 years. The following will give some indication, as 
a result of inadequate earnings, of the condition of our freight car fleet which not 
only seriously handicaps us competitively but also poses a tremendous problem 
financially as to how we can raise funds adequate for our purposes. 

As of January 1, 1956, the Pennsylvania Railroad had 168,000 freight cars, 
Based on the shortages we experienced in 1955 and 1956, it would appear that our 
fleet should total about 180,000, without allowing for expansion for future busi- 
ness. At the beginning of 1956 we had slightly over 70,000 freight cars which 
were over 30 years old, as indicated in the attached table 17, and as also shown 
there it would cost $605 million to replace them at this time. There is no ques- 
tion but that they have served their normal lives, are uneconomic and expensive 
to maintain, and should be replaced immediately. We also have an additional 
25,000 freight cars over 25 years of age which would cost around $235 million to 
replace, but for purposes of the present calculation we will concede that they 
should be continued in service for another 5 years. If our fleet is increased by 
12,000 cars to bring us up to what we estimate our requirements are at the pres- 
ent time, this would cost approximately another $108 million, making an aggre- 
gate of $713 million which should be spent immediately for freight cars. If we 
assume a 30-year life, this means that each year in addition to the foregoing we 
should spend approximately $54 million for additional freight equipment. 

For the additional 12,000 freight cars costing $108 million we would certainly 
need additional diesels because we are already short of power. If you add an- 
other 25 percent just to take care of the additional equipment, this means another 
$27 million, so that if we had the money this year, we should spend a total of 
$794 million for new freight equipment and power alone, and this is without 
giving any consideration to additional passenger equipment or diesels to go with 
it. I might add that the average age of our passenger equipment is about 28 
years. 

The foregoing does not take into consideration any expenditure for additions 
and beterments to our road. However, the freight equipment figure is so stagger- 
ing that it is theoretical in itself without having to bother with the others. Our 
average income in the last 5 years amounted to $36 million. On this basis, with- 
out giving 1 cent to the stockholders, it would take us 22 years through earnings 
to raise sufficient funds to meet just the needs of 1957, without allowing for the 
fact that each year thereafter we also should spend $54 million for replace- 
ments on an annual basis. 

It might be said that we should also take into consideration in such purchases 
our equipment depreciation, but I would like to point out that our equipment 
depreciation is just slightly more than enough to meet our annual maturities of 
equipment obligations. 

Gentlemen, this is the industry that some people in their ignorant blindness in- 
sist has not been hurt by long years of inadequate earnings. I say that it has 
been dealt a crippling, if not a fatal, blow, and when I say a fatal blow I do not 
dwell on the possibility of the extinguishment of the railroad industry as such, 
because as I said at the outset of my testimony, it is absolutely, in my judgment, 
indispensable to our economy in either peace or war. What I do mean is that 
it may have already been dealt a fatal blow as far as being able to continue under 
the private enterprise system is concerned. I might add that if the railroad in- 
dustry is nationalized, it is a foregone conclusion that other segments of the 
transportation industry will obviously be unable to continue in competition. I 
have had the opportunity, if not privilege, to work in two countries with national- 
ized railway systems, Australia and England, and I can say that if it happens in 
this country it will have a most debilitating effect on all industry. 

Now for a moment let us examine the future outlook from a financial stand- 
point. In chart P a comparison is made with the same industry groups used in 
connection with my remarks concerning working capital. Approximately 35 
percent of the total capitalization of class I railroads is in the form of debt and 
for Pennsylvania Railroad 34 percent. For the other industries shown the 
percentage of debt to total capitalization ranges from a low of 8 percent in the 
ease of the metals and mining industry to a high of 28 percent in the case of 
the tire and rubber industry. We have previously discussed the change in the 
composition of both the debt of the Pennsylvania Railroad and the industry with 
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the ever-increasing proportion of equipment debt, which is nonrefundable, and 
which imposes an ever-increasing drain on cash. In other words, the debt of 
the railroads constitutes a higher percentage of capitalization than is generally 
found in other industries, and, more important, a high proportion of that debt 
is nonrefundable, a condition not found in those other industries. 

On chart Q, it appears that the cash outlay for payment of existing debt 
maturities, both bond and equipment, plus an estimate of future equipment 
maturities, will mean that over this period the class I railroads will be called 
upon to put out $4,213 million or roughly $420 million a year just to meet maturi- 
ties. Now if we add to that the interest charges on this debt, we find that we 
come up with a total figure for debt service during the 10-year period of almost 
$8 billion, actually an average of $785 million a year. With one possible excep- 
tion, all of this must be paid out in cash, since obviously interest charges are not 
susceptible to refunding, nor are equipment maturities. The bond maturities, 
which it is true in some cases might be refunded, only amount to $713 million, 
or less than 10 percent, and these figures have been adjusted to the extent that 
planned refundings on the part of the Pennsylvania Railroad, in the amount of 
$75 million, have been eliminated. Naturally the intentions of all the other class 
I railroads are not known to us, but any variation in this figure would not be of 
great significance in any event. 

Turning to the Pennsylvania Railroad, we find that during the same period 
it is estimated that the cash outlay for payment of principal of outstanding 
and projected debt, after allowing for certain refunding operations, still comes 
to a total of 52 million, and if we add to this estimate the annual interest 
charges of $329 million, we have a grand total of $881 million payable by the 
Pennsylvania Railroad during the period, or slightly more than 10 percent of 
the debt service of the industry. This represents an average of $88 million a 
year, and I might add it does not allow anything for the cost to the Pennsyl- 
vania Railroad for the floating of any additional bonded debt to finance expan- 
sion, other than equipment purchases. In the case of the latter, we have esti- 
mated that equipment debt will be expanded by about 20 percent industrywise. 
We know this is insufficient to finance the amount of equipment which we believe 
will be needed, but we do believe this is probably the maximum that we can be 
reasonably sure the market can absorb. In the 10-year period ahead of us, a 
substantial portion of this 20 percent increase may very well be required to 
meet anticipated increased costs of equipment, and to the extent that it is, it 
will further handicap the railroads in procuring sufficient equipment to meet 
projected demands. 

In the case of the Pennsylvania Railroad, we have only allowed for the 
issuance of $30 million equipments a year, which represents actually a de- 
crease over what we have outstanding over the period, but necessity dictates 
this policy if we are to preserve even our deteriorated credit standing. I can 
assure you that both the industry and the Pennsylvania Railroad are faced 
with an almost insurmountable drain from this standpoint, coupled with all 
the other factors present. 

Chart S sets forth the sources and applications of funds on a cash basis for 
the industry as a whole, as projected over the next 10 years. On the left-hand 
side are indicated the amounts of cash it is estimated will be available and the 
sources from which they will be derived. First of all is the item of $6,000 
million representing depreciation. This figure is arrived at based on figures 
compiled by the A. A. R. as received from various class I railroads as to their 
projected capital expenditures. Next is $4 billion which will be derived through 
financing, or in other words, through the sale of equipment obligations. Here 
again, although the announced intentions of all the class I railroads indicate 
very large expenditures for equipment, we have felt called upon to limit the 
amount that can be realized to $400 million a year as being the amount we 
believe. the market may be able to absorb. The net income figure of $8,400 
million is based on average earnings of the railroads over the last 5 years. 
Obviously we had to make some assumptions in this connection, and as of now, 
we know of no reason why the railroads will fare any better than in the past 
5 years, which has been an era of great prosperity generally, although as pointed 
out previously not Shared in to any great extent by the railroads. 

If anything, this earnings estimate may be too optimistic, since in the case 
of both the class I railroads and the Pennsylvania Railroad, as shown in table 21, 
earnings have been seriously distorted by accelerated amortization. In effect, 
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the latter, through allowing us to write off our equipment faster than ordinarily 
for income-tax purposes, reduces taxes and therefore increases net income, but 
at the end of the 5-year accelerated amortization period the amount of deprecia- 
tion that can be charged thereafter for tax purposes is substantially reduced 
and taxes are accordingly increased and net income decreased. In other words, 
accelerated amortization is a means of deferring income taxes without interest. 
As indicated on chart S, the amount available from all sources aggregates $19 
billion during the 10-year period. 

Turning now to the application of funds during this period, maturities of 
bonded and equipment debt amount to $4.2 billion, capital expenditures at an 
average of $1% billion a year, based on figures compiled by the A. A. R. from 
class I railroads directly, total $15 billion, and dividends are estimated to be 
$3.9 billion. This figure is based on the average dividends paid over the last 
5 years. You will note that there will be a cash deficiency during the period 
of more than $4 billion, or in other words, just over $400 million a year. 

In our opinion, the capital expenditures shown are far below what actually 
are needed. However, in the event some question might be raised as to this 
item, in the second column in table 283 we have reduced capital expenditures 
to $11.2 billion, based on the average annual expenditures for this purpose over 
the last 5 years. Al) other figures are the same, except that with reduced 
capital expenditures there is obviously a slight reduction in depreciation as a 
source of cash. Since we all know that these expenditures have been inadequate, 
and furthermore that even to duplicate the same facilities would cost more 
because of increased costs, they are definitely out of line. However, even on 
this reduced basis, a loss is shown in working capital during the period of 
$600 million. 

This $600 million figure compares with working capital of all class I rail- 
roads at the end of 1956 of about $1 billion, so that if such a cash loss is sustained, 
working capital would be cut about 60 percent. If, as shown in chart S, the 
loss in cash is over $4 billion, the industry would have a working capital deficit 
of $3 billion. Obviously, in such an event, the railroads could not operate in 
solvency. 

To further emphasize how serious this situation is and the fact that the 
capital expenditures figures are on the low side, the rest of our economy, which 
needs rail transportation, is making capital expenditures at an unprecedented 
rate. During the 10 years 1946-1955 the capital expenditures of the railroads 
totaled only about 43 percent of their gross capital assets, while those for total 
manufacturing were about 98 percent, or at more than twice the rate of the 
railroads. Transportation, other than rail, was 105 percent. Expenditures for 
facilities for the production of motor vehicles were 128 percent. Those by the 
iron and steel industry were about 85 percent and mining 74 percent, and these 
2 industries are our largest customers. Our Own President estimates that over 
the next 10 years the class I railroads should spend $2 billion a year or $20 
billion over the 10-year period. 

Turning to look at the situation with respect to the Pennsylvania Railroad, 
where I know the situation more intimately, capital expenditures have been 
estimated at $120 million a year. We actually know that, based on the con- 
dition of our freight equipment and the antiquated state of our passenger equip- 
ment, plus the need for pressing improvements to our road in the way of cen- 
tralized traffic control, modernization of yards, and straightening of track curva- 
tures, we should spend $200 million a year, or $2 billion over the 10-year period. 

However, on the basis of $120 million a year, over the 10-year period we 
will be short $615 million, which compares with working capital at the end of 
1956 or $72 million. If we consider the situation, as shown on the second column 
of table 24, on the basis of capital expenditures over the last 5 years, which 
were insufficient, we still come up with a deficiency of more than $200 million. 
Obviously, we could not afford either of these deficits and remain solvent. 

I think these source and application charts point up clearly the financial 
problems which the railroads face and must solve over the next 10 years if they 
are to keep pace with the anticipated growth in the Nation’s economy during that 
time. 

However, at the present time the railroads are dealing with a 3-year wage 
settlement pattern, which has been accepted by the majority of the employees, 
under which as of November 1 last year they received an overall increase of 
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12% cents per hour, and wiil receive an additional 7 cents on November 1 this 
year, plus another 7 cents on November 1 next year. In addition to this, be- 
cause this settlement also provides for a semiannual cost of living adjustment, 
it is anticipated that another 2 cents minimum will be added on May 1. Each 1 
cent an hour represents added annual costs to the industry of $25 million, and 
$2 million to the Pennsylvania Railroad. With that in mind and applying the 
same basic assumptions used in the 1@+year presentation, we next look at the 
financial problems of the railroads over the next 3 years, as portrayed in chart U. 

Starting at the bottom of the left-hand column, we find that depreciation 
funds will aggregate $1,775 million, equipment financing will provide $1.2 billion, 
while net income is estimated at $2% billion. The amount available from all 
sources is $5,475 million. 

Turning to the application of funds, we find that maturities of funded debt 
will require $1,125 million. Of this amount, nearly $1 billion is in the form 
of equipment maturities. Capital expenditures will require $4% billion and 
dividends $1,175 million. On this basis, there will be a cash deficiency of $1,325 
million, or $325 million more than the working capital of the railroads at the 
start of this year. If captial expenditures are restricted to the average of 
such expenditures over the past 5 years, as shown in the second column in table 
25, the deficiency is $200 million. On this basis, an inadequate working capital 
position is made even more inadequate, 

Looking at the situation with respect to the Pennsylvania Railroad, we believe 
we can reasonably anticipate total cash sources of $368 million during the next 
3 years. We know that it will require $150 million to meet our maturing debt. 
We should expend $360 million for capital improvements. Dividends, on the 
basis of the average payment to our stockholders over the last 5 years, will re- 
quire $50 million. The net result is a cash deficiency of $192 million, nearly 
three times our present working capital. Even if we spend no more for capital 
improvements than the average over the past 5 years, we face a cash deficiency, 
as shown in the second column of table 26, of $70 million, thus wiping out our 
working capital. 

It is clearly evident that we must either get increased income or our capital 
expenditures are going to have to be substantially below the level of adequacy. 
If we and the industry are forced into the latter situation, it will hasten the day 
of the end of private enterprise in the transportation industry. 

I am not going to attempt to review the provisions of the proposed legislation, 
but I do want to point out to you how the already difficult situation presently 
confronting the railroads will be accentuated if this additional burden is placed 
on the industry. The lack of earnings, the cash deficiencies, and the other prob- 
lems portrayed by the charts, are all before giving any consideration whatsoever 
to the proposed increase in railroad retirement taxes and unemployment insur- 
ance Taxes. 

In Mr. Monroe’s statement, it is indicated that the immediate cost involved to 
all railroads, including the Class I railroads, would be $224 million annually and 
ultimately the additional cost would be 3310 million annually. In the case of 
the Pennsylvania Railroad, the immediate increase in annual costs would be 
over 519 million and the ultimate $27 million. The former represents almost 50 
percent of our entire net income last year, and the higher figure represents ap- 
proximately 65 percent. I might add that relatively speaking last year was not a 
poor year for the Pennsylvania Railroad: in fact it was the best year from the 
standpoint of net income since 1945. 

Starting with interim freight rate increase effective December 28, 1956, we 
have received increases in various categories which it is estimated will increase 
our revenues on an annual basis approximately $48 million. This compares with 
estimated increased wage costs effective through 1957 under the wage settlement 
pattern of $48 million on an annual basis. In addition there is almost certain to 
be an additional wage increase of two cents an hour effective May 1 because of 
increased cost of living, or another $5 million on an aunual basis. Increases in 
material prices, per diem and mileage charges, and unemployment insurance tax 
rate add another $18 million to our costs, leaving an unabsorbed gap of $23 mil- 
lion. Although we applied for a general freight rate increase of 22 percent to 
cover not only our increased costs, but to give us a more adequate return, the 
only thing we have realized on this to date is the interim increase of about 5.4 
percent effective December 28, 1956, and at this point we have no way of knowing 
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either how soon we will get a further decision or how much we will ultimately 
get to cover our additional costs and to give us a more satisfactory return. 
Under these circumstances there is no reasonable justification at this critical 
point to add additional unnecessary burdens on the industry. 

Because the proposed legislation affects only the railroad industry it is of a 
discriminatory nature, and if it becomes law it will widen further the gap 
between benefits available to those under Social Security and Railroad Retire- 
ment. As far as the railroad industry is concerned it has agreed for the first 
time with a majority of its employees to a 3-year wage settlement pattern in- 
cluding increases in the form of health and welfare benefits. This pattern in 
principle is similar to patterns which have been established in other industries 
such as the automobile and steel industry. Legislation such as is proposed has 
the discriminatory effect as far as the railroads are concerned of giving addi- 
tional benefits to railroad employees over and above the benefits which have 
been agreed to and settled for by negotiation between railroad management and 
employees. To my mind if this legislation should be passed Congress will find 
it difficult to take a stand against increasing benefits to be derived under Social 
Security in the same manner. I do not know what the additional costs would 
be if similar changes were extended to those under Social Security, but it is obvi- 
our they would be substantial. In any event they would further expand the 
Nation’s budget and have a further inflationary effect on our economy. Both 
effects would be contrary to the belief in many quarters that our budget should 
be reduced, and that we should be taking steps to prevent further inflation. 

In conclusion, I will summarize the main points covered in my testimony: 

1. The transportation industry is vital to our economy, both in times of 
peace and war. 

2. The railroad industry has represented the backbone of the transporta- 
tion industry. 

8. Railroads are one of industries best customers. 

4. Railroads have been handicapped by the subsidization of their competi- 
tors, harassed by outmoded and restrictive regulatory procedures and sviral- 
ing costs in an inflationary economy. 

5. For many years the earnings of the railroad industry have been inade- 
quate. 

6. The credit position of the railroads has deteriorated to such an extent 
that the only avenue of financing open to them is equipment obligations, 
which because of their annual maturities unduly drain cash resources which 
adds to their already serious cash problem. 

7. Their working capital position has shown a substantial weakening. 

8. The composition of the debt of the industry has changed for the worse 

9. The railroads have steadily lost ground competitively to other forms of 
transportation. 

10. Current earnings are insufficient for the railroads to be able either to 
finance or pay for anticipated future required improvements, both for road 
and equipment. 

11. Current increased costs have not been offset by rate increases obtained. 

12. The increased costs involved in the proposed legislation would place a 
very serious additional burden on the railroads. 

The facts which I have presented in my testimony have been given, as far as 
possible, from an objective standpoint. The conclusions which I have reached 
are based on my experience on the outside of the industry looking in as a financial 
man, and from my experience over recent years as financial vice president of 
the country’s largest carrier. 

Every decision made today which affects the welfare of the railroad industry 
must be weighed carefully, and the opinions of all concerned must be carefully 
considered, because at this point a wrong decision or conclusion will result in 
irreparable damage to the industry. Irrespective of what else may be said on 
the subject, I can assure you that the length of time during which this trend 
toward insolvency can be continued is limited, and we probably are nearer to 
that limit than many people realize. 
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ExHIBITS ACCOMPANYING STATEMENT OF Davip C. BEVAN, VICE PRESIDENT, 
FINANCE, THE PENNSYLVANIA Rariroap Co. 


TABLE 1.—Highlights, the Pennsylvania Railroad Co. 

















1956 1955 1954 1953 1952 
OPERATING RESULTS | 
Operating revenues._.._..........._..| $991, 107, 116} $934, 972, 870) $848, 805, 154| $1 ,034,394,640/$1,028,750,217 
Be SR cco cctiiiecnuctivousatineenne $41, 545,435) $41,183, 533) $18, 552,235) $38, 875, 228| $39, 312, 228 
Net income per dollar of operating | 
FOVOHMGBSS. . . . ..4.....-..6...COmess.| 4.19) 4. 40 2. 19) 3. 76 3. 82 
Operating ratio_........_...percent__|} 82. 41 82.16 83. 97) 83. 58} 84.17 
Maintenance of way and structures | | | | 
Sn Miia nahhint  Aeceee percent_. 10. 64 10. 87 11. 40) 13. 69) 12. 52 
Maintenance of equipment ratio 
percent__| 20.00 21.21 21. 42| 22. 27] 22. 98 
Transportation ratio... .....__- do_...} 45. 02 44.18 45, 26) 41, 80) 43. 23 
Return on investment in railroad | | 
SINGS Dincacdccduasaccdsull percent __} 2. 80) 2. 87) 1.96 2. 98) 2.98 
FINANCIAL DATA 7 Se | i | is 
| | | 
Were Cmpical. .) 21... 2k. $109, 808, 732) $122, 220, 347} $144, 601,919) $143, 699, 597) $163, 475, 901 
Gross capital expenditures, including | | | | 
I I ss sass wide site ire leacoeaeneaiaae | 86,090,213 65, 783, 975 40, 995, 221) 72, 797,377| 123,321, 217 
SE GlGwas catescceccuhsccasedus | 419, 626, 000) 434, 237,000} 449, 584, 000) 463, 375,000} 479,023, 000 
Equipment obligations. __........__- | 299, 469,230) 303—783,041| 317,394,325) 346,001,119) 350,738, 605 
Net worth, book value____.........._- 1, 409, 078, 578|1, 419, 520, 623)1, 408, 338, 2361, 378, 341, 335)1, 358, 303, 987 
ON A PER SHARE RASIS 
| 
Income before taxes. ................-- 8. 64] 7.80 5. 88] 8. 29] 8.28 
ee ee ee eee 5. 48) 4. 67 4. 47| 5. 34) 5.29 
I ee oh ees | 3. 16} 3.13 1, 41} 2. 95) 2.99 
ed gg ES EE 1,55 1, 50 . 75) 1. 50} 10. 00 
Net worth, book value____.___- = Siibank | 107. 01} 107. 80 106. 95) 104. 68) 103 15 
EMPLOYEES id eit 
| | } 
Average number of employees_.______| 103, 624} 106, 195) 100, 544] 126, 3. 59| 125, 924 
Total salaries and wages paid__....._- | $542, 332, 627| $509, 493, 904) $467, 402, 725) $565, 836, 0: 51 $565, 585, 008 
OTHER STATISTICS | | 
Freight train-miles................... 36, 482,731} 35,526,453) 31,238,563] 36,602,304) 35,801,277 
Revenue ton-miles.._.....thousands__| 53, 427,956 50,134,500) 42,356, 265 50, 241,369} 50,101,843 
Average revenue per ton-mile__cents__| 1, 435 1, 433} 1, 483 1. 567 1. 532 
Passenger train-miles___......_.....-- | 28,702,134) 30,154,526) 30,803,251) 33,088,396) 35, 513, 293 
Revenue passenger-miles_ thousands. - 3, 719, 882 3, 744, 400) 3, 881, 216 4, 322, 525) 4, 749, 918 
Average revenue per passenger mile | | 
cents 3. 328 3. 236 3. 259) 3. 287) 3. 291 
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TaBLE 2.—Comparison of rate of return on net assets with yield on long-term 
U. S. Treasury bonds, 1940 to 1955 


[Percent] 








(1) (2) (3) (4) 


Long-term U. 8. Treasury | Pennsylvania Class I Public Manufactur- 
bonds R. R. Co. railroads utilities ing corpora- 
‘ tions 


| 
| 
| 





Gt OO 8 TSS DO GS NN 90 
SHANI DAN WDWINDWOn! 
DDO OW OP MW MW APAMH ON 


ares er a er 











| 
| 


! Partially tax-exempt. 
2? Taxable 15 years or more. 
3 Deficit. 


Notre.—Ratio of net income to net assets. Net income is taken as reported, after depreciation, interest, 
taxes, and other charges and reserves, but before dividends. Net assets represent book value of outstanding 
preferred and common stock and surplus account at beginning of each year. 

Sources: First National City Bank of New York; Federal Reserve. 


TaBLe 3.—The Pennsylvania RR. Co.—Relationship of net income and dividends 
paid to net assets 


[Millions of dollars] 


| Percentage Percentage 

Net assets! | Net income | Dividends | of net of dividends 
| | income to | to net assets 
| net assets 
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1 As of Jan. 1 of each year. 
3 Deficit. 
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CHART B a 


Gross na 
RATE OF RETURN ON NET ASSETS - LEADING CORPORATIONS Intercity 


__Calendar Year 1235 — SEER Corporat 
Trar 
All c 

Corporat 
Trar 
Alle 


~~ 

" 
2 @ 
8 


Source 
6 “ and medicines 
2. Chemical products 
8. Instruments, photographic goods, etc. 
9. Office equipment 
10, Nonferrous metals 
+ Sales, finance 
12. Paint and varnish 
13. Other stone, clay products 
ls. Other business services 
cosmetics, etc. 
16. Automoti © parts 
17. Iron and steel 
18. Tires, rubber products 
19. TOTAL MANUFACTURING 
ae Petroleum products and refinin, 


= Soft drinks 
23. air transport 
24. Paper and allied products 


26. Chain stares - food 
27. Printing and publishing 
28, Electrical equipment, radio and television 
29. Other metal products 
0. Construction 
3 
32. Mail order 
33. TOTAL AMUSEMENTS, SERVICES, ETC. 
34. ae po heed transportation 
Dai ; 


—_ 


6% OQRAW ° 
3. Baking 
38. TOTAL MIWINO, QUARRYING 
39. Miscellaneous manufacturing 
0. Other food products 


tr 


2. Household appliances 

43. Machinery 

44. Shoes, leather, otc. 
di: 


NN 


4¢@ Oe 


48. Hardware and tools 
49. ee 3 stores - variety, etc. 


52. Electric power, gas, etc. 
53. Commercial banke 
54. TOTAL re UTILITIES 


37. abies equipment 

58. Agricultural iapleamts 

59. amsemente 

60, Wholesale and miscellaneous 


62. Textile products 

63. Clothing and apparel 
64. Meat packing 

6 


66. Distilling 
67. TOTAL TRANSPORTATION 


68. Class I railroads 


72. Investment trusts 
73. Traction ami bus 


ewan 


Source: First National City Bank of New York. 
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TABLE 4.—Trends in the transportation industry compared with all other industry 





1929 | 1955 Percent 


Gross national product in constant 1947 dollars (billions) ; 322. 4 +115.9 
Intercity ton-miles (millions) - _- 600, 055 1, 277, 681 +112.9 
Corporate sales in dollars (millions): 
ransportation 9, 688 23, 493 +142. 5 
All other______- 128, 952 533, 538 +313.7 
Corporate profits after taxes in dollars (millions): 
NO Na | 902 654 | —27.5 


Flt CE cist Hi inch on <igcann tes dewnsnwcsignes neinianitind 7, 357 | 20, 479 +178. 4 


Source: Economic Almanac, National Industrial Conference Board. 


CHART C 


I RAILROADS & LESSORS 
FUNDED DEBT OUTSTANDING 
(Excludes Debt in Default) 


EQUIPMENT OBLIGATIONS |= 


MILLIONS OF DOLLARS 
12/31/55 12/31/40 DECREASE 
BONDED DEBT $7,207.5 $10,890,6  $3,683,1 
EQUIP. DEBT 2,537.3 480.5 I 2,056.8 
TOTAL $9,744.8 $11,371.1  $1,626.3 


Source: I. C. C. Annual Report 
(Lessors debt 12/31/55 estimated) 
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CHartT D 


THE PENNSYLVANIA COMP. Consolidated Basis 
FUNDED DEBT OUTST. AND DUE HIN TWE: 
AS OF DECEMBER 31ST OF THE YEAR INDICATED 


Twenty Years 


39. 0% 


30. 5% 


4 


Equipment Obligations 


CHART E 


SS 
besess6 


1 1945 1950 1955 
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TABLE 5.—Class I railroads and lessors—Funded debt outstanding and due within 
20 years as of Dec. 31 of the years indicated (excludes debt in default) 


[Millions of dollars] 


Bonded debt Equipment obliga- Total funded debt Percent 
tions | | of equip- 
i can a a a __.| ment debt 
2 | | | to all debt 
Outstand-| Portion | Outstand-} Portion | Outstand-| Portion | Percent of} due in 20 
ing | due in 20 ing due in 20 ing due in 20 | debt out- | years 
years years years standing | 


(2 ‘ | (4) (5) (6) 


1940 oi : $11, 371.1 | $4,895.5 
1941 3 | 11, 300. 6 

1942 11, 136.0 

1943 10, 588. 7 
1944 10, 084. 1 
1945___- 3, 046. ‘ 9, 373.7 
1946____- : 9, 199. ; 
1947 9, 077. 
1948. 9, 352. 
1949 9, 443. 
1950 9, 483. 
1951 9, 743. 
1952 9, 847. 
1953 9, 790. ¢ 
1954 9, 714. § 
1955 _- 19, 744. | 


Og 





7h 


~“ID~Ib9 


3,799.6 | 


Cr OO Ge OF Or OO GO tO NTT Ose 


NANNNNANNN PP 


207 1, 796. 


a 





Cm OO UROND 


1 Lessor companies estimated. 


Sources: ICC annual report; Moody’s Transportation Manual. 
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CHART F 


CLASS I RAILROADS & LESSORS 





Millions F ED DEBT OUTSTANDING AND DUE WITHIN TWENTY YEARS 


of Millions 
Dollars AS OF DECEMBER 31ST OF THE YEARS INDICATED tie 
11,371 (Excludes Debt in Default ) 
10, 500 — 
9,373 . 
9,000 0. cin 
7, 500 a 
6, 000 eo 
43. 0% 
4, 500 ie 
i 40.7% sa ot 4, 500 
a. . 4 — 
” PA eee Cee ere ene eeeEseesenceressenansbaese™™ ee 44. 5% 
3,000 





de aes within 3, 000 
wenty Years 58. 5% 


49. 0% 
Equipment Obligations | 


1, 500 S N 1, 500 
BSW KLKK« 


1940 1945 1950 1955 


Source: I. C.C. Annual Report, M 's Transportation Manual 
(Lessors debt 12/31/55 Est mated) = 





TABLE 6.—The Pennsylvania RR. Co.—Funded debt outstanding and due within 
20 years as of Dec. 31 of the years indicated 


{Millions of dollars} 





Total funded debt | Percent 
| 


Bonded debt Equipment obliga- t 
of equip- 


tions 


Se ee ae ee _| ment debt 
| 





| | to all debt 








| | 
| Outstand-| Portion | Outstand-} Portion Outstand-| Portion Percent of} due in 20 
ing due in 20 ing | due in 20 | ing due in 20 | debt out- years 
years years years standing 
(1) (2) (4) | (A) | (5) | (6) (7) (8) 

1940___ = $969. 2 $359. 7 $64. 2 $64. 2 $1, 033. 4 $423.9 41.0 15.1 
1941__ _ 935. 5 : 68. 6 } 1,004.1 | , ; : 
1942___ 901.0 ‘ 80.8 | 981.8 i 
1943___ 862. 7 . 86. 5 ‘ 949. 2 
1944___ 833. 6 82.5 916.1 ; 
1945__ 815. 2 437. 2 90. 2 90, 2 905. 4 527.5 58.3 17.1 
1946___ 805. 0 86.9 891.9 3 
Pe os 796. 4 100.9 897.3 
1948. __ 809. 6 160. 3 969.9 
1949__. 803. 4 181. 2 984. 6 P - 
1950___ 804. 9 4165. 3 204. 2 204. 2 1, 009. 1 669. 5 66.3 30.5 
1951__. 792. 5 ; 288. | 1, O80. 6 
SOR. «no 765. 3 é 350. 7 : 1, 116.0 E i 
oe aticoniares 739. 3 46.0 1, O85. 3 = final 
tad isieuhintodim 715. 4 317. 1, 032.9 


1955..__. 683. 0 477.0 004.5! 304.5 987. 5 “781.5 | 79.1 39.0 


CyHart G 


CLASS I RAILROADS 


COMPARISON OF WORKING CAPITAL* WITH GROSS OPERATING REVENUES 


Millions 


Millions 
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TABLE 7.—Olass I railroads—Comparison of working capital, after deduction of 
1-year maturities, with gross operating revenues 


[Millions of dollars] 


Excess of | | Working | | Working 

Operating current | l-year Working capital as | Materials capital 
revenues | assets over | maturities | capital percent of and (less mate- 
current | | operating | supplies | rials and 

| liabilities | revenues supplies) 


| 


te ee ® | © | © 


(7) 


1940 __ : $4, 296. 6 $548. 2 
1941 : 5, 346. 816. 177. 
1942__ i 7, 465. 8 , 263. 4 301. 
1943 < 9, 054. , 569. 308. 
1944__ J 9, 436. 662. 228. 
1945 _- ; 8, 902. 255. 220. 
1946 7, 627. , 913. 5 | 232. 
1947 _- 4 8, 684. ¢ 628.3 | 245. 
1948 9, 671. 597.8 331. 
1949____ ‘ 8, 580. 383.0 | 320. 
1950 __- 9, 473 , 531. 308. ! 
1951__- 10, 390. 6 440. £ 330. 
1952__ 10, 580. § 515. 317. 
1953 _- : | 10, 664. 3 , 444. | 405. ¢ 
1954 ; 9, 370 507. 341. 
1955__ 10, 106. < 598. 385. 


$373. 
639. 
962. 
2¢0. 
434. 
, 034. 
686. 
, 382. 
, 266. 
062. f 
» 223. 
110. 
, 197. 
, 039. 
, 165. 
, 213. 
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839.9 | 199.3 
698 467.2 
666. 2 | 547.0 
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Note.—1-year maturities computed on basis of debt due in 6 months, as reported on Dec. 31 of each year 
and June 30 of the subsequent year. 


Source: ICC annual report, statement M-125. 
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(After Deduction of One-Year Maturities) 
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TABLE 8.—The Pennsylvania RR. Co.—Comparison of working capital, after 
deduction of 1-year maturities, with gross operating revenues 


[Millions of dollars] 


} | | 
Excess of | Working | Working 
| Operating current 1-year Working capital as | Materials capital 
revenues | assets over | maturities capital percent of | and (less mate- 
current | | operating | supplies rials and 


liabilities | revenues | supplies) 


| | | 
a 1d cs | 
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CuHart J 


PERCENTAGE OF WORKING CAPITAL *TO VOLUME OF BUSINESS 


P.R,R, AND CERTAIN INDUSTRIAL GROUPS 


1955 


PERCENT 
30 


=e]. 


*Less one-year maturities; 
includes materials and supplies 
or inventories 


PERCENT 
Source: LC. C. Annual Report, Statement M-125 


and Studley Shupert & Co., Inc. Industry Composite 
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CHART K 


PERCENTAGE OF WORKING CAPITAL *TO VOLUME OF BUSINESS 
P.R.R. AND CERTAIN INDUSTRIAL GROUPS 


1955 


PERCENT 
20 


*Less one-year maturities and 
excluding inventories or 
materials and supplies 


Tire &Rubber 


Building Materials 


Chemical 


Agricultural Machinery 


Metals and Mining 


0 10 20 


PERCENT 
Source: I,C.C, Annual Report, Statement M-125 


and Studley Shupert & Co., Inc, Industry Composite 
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TABLE 9.—Percentage of working capital* to volume of business, Pennsylvania 
RR. and certain industrial groups, 1955 


[Millions oi dollars] 


| | 

Percent of | Percent of 
| Working | working | Working working 

Sales capital capital to capital less | capital less 

sales | inventory inventory 
to sales 


(1) } (4) 


| 


Pennsylvania RR- ; | $935. 0 | 
RO Bgn ciclo as een 10, 106.4 | 
Food_- - 2 ne 2, 331. 6 
Tire and rubber. ‘5 ie enee 4, 509. 3 
iis <ocn teases ‘ eee 18, 083.8 | 
Steel _ - 7 * " rs | 11, 155. 6 
Building materials__- : 3, 670. 
Chemical - ; a 6, 306. 
Agricultural machinery... ..-.....-- 2, 262. 5 
Metals and mining - einel 1, 606. 5 | 


$29. 
547. 
99. 
394. 

1, 734. 
1, 174. 
424. 

1, 045. 
407. 


cn 


oe 


—OnmesIOM | 


oS 





WAI DNWSwW-NWOSH 
POMRMU D1 mS 


oe ee 


nwo 
& be 
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1 Less 1-year maturities. 


Source: ICC annual report, statement M-125, and Studley, Shupert & Co., Inc., industry composite 
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CHartT L 


PERCENTAGE OF NET INCOME APPLICABLE TO COMMON STOCK 


DISTRIBUTED AS DIVIDENDS 


PERCENT 
60 80 





Iiesznez!vais xtzoed 


Class I Railroads 



















| WH 
HH 
i} 

| 
II 





PROMO OIWS Sr 


Period 
1946-1966 


Period 
1961-10655 




























Year 
1966 


40 60 80 
PERCENT 
Source; I, C, C. Annual Report, Moody's Manuals, 
and Studley, Shupert & Co. Inc, Analyses 
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TABLE 10.—Companies included in Dow-Jones averages 


Atchison, Topeka & Santa Fe 
Atlantic Coast Line 

Baltimore & Ohio 

Canadian Pacific 

Chesapeake & Ohio 

Chicago, Rock Island & Pacific 
Delaware & Hudson 

Erie 

Great Northern 

Illinois Central 


American Gas & Electric 
Cleveland Electric Illuminating 
Columbia Gas System 
Commonwealth Edison 
Consolidated Edison 
Consolidated Natural Gas 
Detroit Edison 

Houston Light & Power 


Allied Chemical 

American Can Co. 

American Smelting & Refining 
American Telephone & Telegraph 
American Tobacco 

Bethlehem Steel 

Chrysler 

Corn Products 

Du Pont 

Eastman Kodak 

General Electric 

General Foods 

General Motors 

Goodyear 

International Harvester 


RAILROADS 


Kansas City Southern 

Louisville & Nashville 

New York Central 

New York, Chicago & St. Louis 
New York, New Haven & Hartford 
Norfolk & Western 

Pennsylvania 

Southern Pacific 

Southern Railway 

Union Pacific 


UTILITIES 


Niagara Mohawk Power 

Pacific Gas & Electric 

Panhandle Electric Power & Light 
Peoples Gas 

Philadelphia Electric 

Public Service Electric & Gas Co. 
Southern California Edison 


INDUSTRIALS 


International Nickel 
Johns Mansville 

Loew’s, Ine. 

National Distillers 
National Steel 

Procter & Gamble 

Sears Roebuck 

Standard Oil of California 
Standard Oil of New Jersey 
Texas Co. 

Union Carbide 

United Aircraft 

United States Steel 
Westinghouse Electric 
Woolworth 


TABLE 11.—Rate of return on net assets, class I railroads and public utilities 


[Thousands of dollars] 





Average, 1946-55__ 


1 As of Jan. 1 in each year. 


Class I railroads 


(1) 


2, 665, 
2, 715, 
3, 094, 
3, 725, 
3, 923, 

, 439, 

, 867 
5, 376, 
5, 236, 
16, 284, 


Net assets ! 


923 
977 | 


224 


192 | 
456 


447 


, 836 | 
024 | 
452 | 


847 


14, 332, 937 | 


Source: First National City Bank of New York. 


Public utilities 


Net Rate of 


income | return | 


j 
| ‘ 

‘t assets |! Net 
| income 


2 (3 ( | (5) 


Percent 
2.3 $9, 426, 343 | $775, 002 

9, 710, 301 772, 056 | 
10, 470, 496 883, 500 
, 757, 127 024, 828 

3, 288, 488 299, 718 | 

358, 962 | 


i 
i, 
5, 157, 239 1, 
1, 532, 882 
1, 
1 
2, 


$287, 139 
478, 875 
698, Ol] 
438, 158 | 
783, 377 
693, 057 
824, 471 
870, 022 | 
673, 597 
925, 057 


awow ce 


| 

, 013, 367 | 
, 913, 229 |1, 747, 176 
21, 177, 859 |1, 962, 568 | 
215, 795 | 


on ie Cn Cre Cre COO 


Ie 3 oe 


22, 768, 552 | 


667, 257 


~ 
“I 


4, 968, 300 |1, 357, 249 | 
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| Rate of 
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Percent 
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TABLE 13.—Funds required for purchase of freight car, 1957 compared with 1948 


2 een ems a easement 

| 1957 1948 Increase ' 
—————a ee Eee —E —— 
| 


} | 
Percent) Amount |Percent|) Amount | Amount | Percent 


Basic purchase price $4,800 | $4, 100 85.4 
Funds required: F 
Down payment_. 1, 265 
Financing (15 years 2, 835 
Basic cost_..- 2 ‘ am ,§ Bee | | 4, 100 
Interest on debt_--. scaled ia eae 2, 3 1, 472 
Total cost ; | 5, 572 
_ - 


RELATIVE POST-WAR GROWTH 
F 
(1946 = 100) 


Note: Includes only carriers subject to 
regulation by the I.C.C. and C. A. B. 
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TABLE 14.—Relative postwar growth, revenues of public carriers, by type, 1946-55 
[Millions of dollars) 

















Year Pennsyl- | Railroads Trucks Airlines | Bus Pipelines Water 
| vania RR. | 
a ®a | @® | @ | ® | © (7) 
i | | | i 
1946_____- é $822.0 | $7,709.2| $1,654.5 $316. 2 $555.1 | $293.7 $104. 1 
e552 cu: 903.3} 8,784.2 2, 213. 6 364. 8 | 534.0 | 325. 2 | 164. 7 
So c5 ; 999.9 | 9,784.3 2, 608. 1 434. 3 | 565. 4 | 377.0 | 183.3 
eS. 848.2 | 8,680.8 | 2,911.2 486. 0 | 554. 1 376. 5 | 219.2 
estas 930.1] 9,587.0] 3,737.1 557.8 538. 7 441.6 | 260.0 
MRSS. cdoci ce | 1,044.4] 10,511.6 4, 169, 2 702. 4 578.1 | 524. 0 | 257.7 
tates a ecmeace ot 1, 028. 8 10, 702. 9 4,417.5 817.7 601. 6 562.3 | 266. 5 
1058_.............| 1,084.4] 10, 787.9 4, 926. 4 937. 5 613.9 | 591. 2 | 299. 3 
Te ae a 5 848.8 | 9,484.0 4, 737.1 1, 042. 8 561.3 | 617.0 350. 1 
Wea aciosnat 935.0 | 210,217.8| 25,534.0 1, 201.0 2 560.0 | 677.0 | 2 410.0 
| 
INDEX OF REVENUES (1946=100) 

ja — | — — ) wl 
1946... 100 | 100 | 100 | 100 100 | 100 100 
1947___. 110 114 | 134 | 115 | 96 111 158 
1948___. ee 122 | 127 163 137 102 128 176 
1949___- sibael 103 | 113 | 176 | 154 | 100 | 128 211 
eee a 113 | 124 226 | 176 | 97 150 25 
1951___- ed 127 | 136 | 252 | 222 | 104 | 178 247 
1952____ 125 | 139 267 | 259 | 108 191 256 
1953... .-- 126 140 | 298 296 | 110 201 287 
WB 103 | 123 | 286 | 330 | 101 210 | 336 
1955... se 114 2133 2 334 380 | 2101 230 2 394 





1 Includes domestic carriers only. 
2 Estimated. 


Source: ICC and CAB reports. 
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TABLE 15.—Commercial intercity freight traffic in the United States* 


[Millions of ton- _— 














i | | — 
: | Rail- Motor- Great | Rivers and Oil Air | ‘Total 
Year roads ! trucks 2 Lakes* | canals | pipelines | carriers 
| | | } | 
| a | (2) ik eel (5) | (6) =| (7) 
| | 
| | | e c. oe wi 
a 389, 600 20, 345 77, 366 | 9, 087 | 27, 900 | 4 | 524, 302 
i bibiassaccses | 379, 201 62, 043 | 95, 645 | 22, 412 | 59, 277 14 | 618, 592 
Bn ccc -------| 481, 756 81, 363 113, 639 | 26, 815 68, 428 19 | 772, 020 
4 ee = 645, 422 | 59, 896 122, 167 | 26, 398 75, O87 | 34 | 929, 004 
SS is 5 ncnci tions esol 734, 829 | 56, 784 115, 346 26, 306 97, 867 | 53 1, 031, 185 
ia nine clea ane | 746, 912 | 58, 264 118, 769 31, 386 132, 864 | 71 | 1, 088, 266 
Gk tit ells te dihinte 690, 809 | 66, 948 113, 028 29, 709 126, 530 | 91 | 1, 027, 115 
SR kckaiceiee ct 602, 069 | 81, 992 96, 022 27, 951 95, 727 | 93 | 903, 854 
DO cccee ea cikent 664, 523 102, 095 112, 165 34, 549 | 105, 161 | 158 | 1, 018, 651 
Bk nnencdiee . 647, 267 | 116, 045 | 118, 707 | 4 43, 139 119, 597 | 223 | 1, 044, 978 
rie cca acapilaal 534, 694 126, 636 97, 503 | 41, 893 114, 916 235 | 915, 877 
icin tals datats | 596, 940 | 172, 860 111, 687 | 51, 657 | 129, 175 | 318 | 1, 062, 637 
SE nc eaves ane | 655, 353 | 188, 012 119, 984 | 4 62, 232 | 152,115 379 | 1, 178, 075 
SRE -| 623, 373 | 194, 607 104, 530 63, 837 | 157, 502 | 415 | 1, 144, 264 
iccithn ctu al 614, 199 | 217, 163 | 127, 383 | 475, 056 | 169, 884 413 1, 204, 098 
| Le Re | 556, 557 | 214, 626 91,175 4 82, 504 | 179, 203 | 397 1, 124, 462 
1955 5 Mix meliantileiial | 631, 300 226, 200 118, 800 97, 700 203, 200 481 1, 277, 681 





1 Ton-miles of freight, express, and mail of class I, II, and III line-haul railways and electric railways. 

2 Highway ton-miles include movements between cities and between rural areas and urban areas; rural-to- 
rural movements, city deliveries, and city movements to or from contiguous suburbs are omitted. 

3 Includes Canadian and overseas traffic on the Great Lakes. 

4 New coverage accounted for increases over the preceding year of 2.6 billion ton-miles in 1948, 4.3 billion in 
1951, 6.4 billion in 1953, and 6.7 billion in 1954. Thus, the table indicates a greater increase in traffic on rivers 
and canals in recent years than has actually occurred. 

5 Preliminary. 


*Includes intercity freight traffic of private as well as contract and common carriers, except coastwise and 
intercoastal traffic. 


Source: Bureau of Railway Economics, AAR. 


TABLE 16.—Commercial intercity freight traffic in the United States, percentage 





distribution 
Year | Railroads!| Motor Great Riversand | Oil pipe- | Air carriers Total 
| | trucks? | Lakes? canals lines 
| 
(1) (2) (3) (4) (5 (6) (7) 
1930 74.3 3.9 | 14.8 | 1.7 5.3 100.0 
1940 oe 61.3 | 10.0 | 15.5 | 3.6 9.6 100.0 
1941 ; 62.4 | 10.5 | 14.7 3.5 8.9 100.0 
1942 j 69. 5 6.5 | 13. 1 2.8 8.1 100.0 
1943 71.3 | 5.5 11.2 2.5 9.5 100.0 
1944 5 68. 6 5.4 10.9 2.9 12.2 100.0 
1945 67.3 6.5 | 11.0 2.9 12.3 100.0 
1946 66.6 | 9.1 10.6 3. 1 10.6 100.0 
1947 65. 3 10. 0 11.0 3.4 10.3 100.0 
1948 4 61.9 11.1 11.4 44.1 11.5 100.0 
1949 58. 4 13.8 10. 6 4.6 12. 6 100.0 
1950__ 56. 2 16.3 10.5 4.9 12.1 100.0 
1951 55. 6 16.0 10. 2 45.3 12.9 100. 0 
1952 54. 5 | 17.0 | 9.1 | 5.6 13.8 }.. 100.0 
1953 51.0 18. 1 10. 6 46.2 | 14. 1 . 100.0 
1954 5 ‘ 49.5 19. 1 8.1 47.4 15.9 = 100.0 
1955 5 49.4 17.7 9.3 7.7 15.9 100.0 


! Ton-miles of freight, express, and mail of class I, II, and III line-haul railways and electric railways. 
2 Highway ton-miles include moveme nts between cities and between rural areas and urban areas; rural-to- 
rural movements, city deliveries, and city movements to or from contiguous suburbs are omitted. 

’ Includes Canadian and overseas traffic on the Great Lakes. 

4 New coverage accounted for increases over the preceding year of 2.6 billion ton-miles in 1948, 4.3 billion in 
1951, 6.4 billion in 1953, and 6.7 billion in 1954. Thus, the table indicates a greater increase in traffic on rivers 
and canals in recent years than has actually occurred. 

§ Preliminary. 


Source: Percentages derived from preceding table. 
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TABLE 17.—The Pennsylwania RR. Co. 
AVERAGE AGE OF FREIGHT CARS AS OF JAN. 1, 1956 


| 
Hopper Box Gondola Other Total 














(1) (2) (3) (4) (5) 
0 to 5 years__--- niind in eccrine aac eae 12, 400 15, 591 2, 484 30, 475 
5 to 10 years Béane ‘ eae Ec Tea oom 3, 657 3, 499 300 7, 456 
yO Rs ine a cee 1, 196 5, 837 6, 572 66 13, 671 
15 to 20 years _ - iin icceonnicnpibeuimaenenied 10, 460 4, 486 1, 339 16, 285 
20 to 25 years -_- Per 2, 178 1, 649 1, 500 5, 327 
25 to 30 years i eaaieihe - eee , Eh aeecinenns 124 25, 203 
Over 30 years..........-- 3 56, 023 6, 975 5, 783 | 1,617 70, 398 
be aaa sini | | 
Tritech nihakmolaes 57, 219 66, 586 | 37, 580 7, 430 168, 815 





ESTIMATED PRESENT DAY COST OF REPLACEMENT 





Hopper at | Box at $9,300 “ae at Other at E Total cost 
$8,500 











| 
| 
i $8,200 
Din itiihnd iE oe , | =e 
Over 30 years....................| $476, 195, 500 | $64, 867, 500 | _ $51, 468, 700 “ $13, 259, 400 | $605, 791, 100 
Over 25 years........--.......- oo sara | 233, 234, 700 =| 1,016, 800 | 234, 251, 500 





Recapitulation of amounts which Pennsylvania Railroad should spend in 1957, if 
funds were available, for new freight equipment and power 


70,000 freight cars (OVGr BO Vemuri OM) aac cttieintitenesainntiin $605, 000, 000 
12,006, freight cars account ehortnpes...< 3 eh ne. 108, 000, 000 


6,000 freight cars account annual replacement requirements (basis 
of 30-year life) _— 


a apne aha aden ia eaten anataahes ae ee in eat tone 54, 000, 000 
Additional power at 25 percent of cost of 12,000 additional cars... 27, 000, 000 
TO Wc ered cabe eh tee See ke 794, 000, 000 











362 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


CuHaktT P 


P ENTAGE OF DEBT AND STOCK & SURPLUS 
TO TOTAL CAPITALIZATION 


1955 


C__] vesr (MMM) 9 stock « suRPLUs 


a ese 
ne 
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waa ee 
soir ction (8.6 [ee 
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Source: 1,C,C, Annual Report, and 
Studley, Shupert & Co., Inc. Industry Composite 
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TABLE 18.—Percentage of debt ‘and stock and surplus to total capitalization, 1955 


[Millions of dollars] 


Percentage Percent of 

Funded debt | Total stock | Total capi- ofdebt to | stock and 

and surplus talization total surplus to 

total 
(1) (2) (3) (4) (5) 

Pennsylvania R. R. Co $738. 1 $1, 419.5 $2, 157.6 34. 2 65. 8 
Class I railroads. -- 9, 160. 0 16, 657. 0 25, 817.0 35. 5 64.5 
Tire and rubber industry 599. 1 | 1, 561. 2 2, 160. 3 | 27.7 | 72.3 
Chemical industry - - - 1,113.4 4, 980. 4 6, 093. 8 18.3 81.7 
Agricultural machinery industry 283. 6 1, 520. 5 1, 804. 1 15.7 84.3 
Food products industry 144. 2 797.0 941.2 15.3 84.7 
Steel industry - -- 1, 149. 4 6, 731. 5 7, 880. 9 14. 6 85.4 
Oil industry 2, 263. 5 16, 236. 1 18, 499. 6 12.2 87.8 
Building materials 180. 1 1, 977. 6 2, 157.7 8.3 91.7 
Metals and mining industry 157.4 1,819.9 1,977.3 8.0 92.0 


Source: ICC Annual Report, and Studley, Shupert & Co., Inc., industry composite. 
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TABLE 19.—Class I railroads and lessors, cash outlay for payment of debt 


[Millions of dollars] 











| 
| 
| 


Total 


(3 


Equipment obligations 
As of Dec. | New fi- 
31,1955 | nancing 
(1) (2) 
| 

Se WEE Bosctcwous 
SE iitcrating meee 308 | $27 
Ere 272 | 54 
ieee cen it 236 81 
RD peiaksh atten sicinom 221 | 108 
erigistle died wscon | 209 | 135 
be dibtb cena icone 200 162 
ESTES ORE 188 189 
SE ae: 170 215 
atl dcsieenieeans 146 244 








) 


$335 


335 
326 
317 
329 
344 
362 
377 
385 
390 











Nore.—After giving effect.to plagned Pennsylvania RR. refunding. 


Bonded | Total 
| debt as of | Total | Estimated | outlay 
Dec. 31, | 6 tla . | &nnual | including 
1955 utlay | interest interest 
(4) | (6) (7) 
$79 $414 $365 $779 
5 393 365 7 
52 378 366 744 
39 356 367 723 
153 482 367 849 
93 437 365 802 
71 433 363 796 
64 441 362 803 
70 455 361 816 
34 | 424 359 783 





Equipment maturities account new financing computed on basis of issuance each year of $400 million of 
equipment obligations to mature serially over 15 years. 


Source: Estimate by Financial Department, Pennsylvania RR. Co. based on information contained in 
Moody’s Transportation Manual and ICC Annual Report. 


- 2 &- & r 
) 2 
#e 
2S 
S yn © ier Nis 

eo ® 2 fo eo 4 

=“ © < A Bs 

Ss 2 a Ms . 5 PR 

I ° J bee +e 8 

Sal a on | 
8 oo? Q "N <~ oral A 
5 a s be 
3 © ° Eo ry 
= 3 e a a 
2 ~ oe © A | \: : = 
mm = : 
~ o £ 5 oS ms 7: a 
a - a > _ ~ 
_ 4 ~ be 3 < $ 

oY 


“> 
os) 
own 
ea) 
z 
a 
~P 
NM 
Z 
—_ 
7 
fa 
5 
rm 
© 
ou 
ou 
a 
& 
Z 
=e) 
a 
Z 
< 
Z 
= 
a 
m 
i 
A 
=< 
© 
fon 
= 
_ 
< 
ce 











366 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


TABLE 20.—The Pennsylvania RR. Co. (consolidated basis) cash outlay for 


payment of debt 


{Millions of dollars] 

















Equipment | 
obligations Volun- 
ties dalecteiaiian tary 
Total | Bonded| debt | Sinking 
Asof | New fi- debt reduc- funds 
Dec. 31, | nancing | | tion 
1956 | | | 
| 
Se | (3 (4) (5) (6) 
| | 
| | | | | 
Ri ieacindidnces cach ocdberi Oe Biol essa $35 | $5 | $12 $3 
cates Gaanicaaia acnenieae OB Kecc «| 36 | 9 12 3 
BN ipicirsascieecctntriatalio 34 2 | 36 | § | 11 | 3 
iii castasnaden | 33 3 | 36 | 5 | 7 | 3 
teahasktanstnaeeaines 32 6 | 38 ll | 6 3 
Riise sinneak 30 8 | 38 | 7 6 | 3 
De eassecas aust 30 10 | 40 | 12 | 6 3 
NOR isc cacccceens 27 12 39 | 9 | 6 | 3 
Deis ihitnecnnnece 22 | 14 | 36 9 | 6 | 3 
RR aE | 21 16 | 37 | 6 | a aeons 3 
| | 





| 
| 


| Esti- | Total 
| mated | outlay 


Total | annual | includ- 
outlay | interest | ing 
| interest 
(7) (8) | @) 
$55 $36 $91 
60 35 95 
55 34 | 89 
51 | 34 85 
58 | 34 | 92 
54 | 33 87 
61 32 93 
57 31 RS 
54 | 31 85 
46 30 76 


Note.—Includes provision for refunding $35 million Pennsylvania RR. consolidated 4s in 1960 and 


$40 million Pennsylvania RR. general mortgage 4s, series A’s in 1965. 


Equipment maturities account 


new financing computed on basis of issuance each year of $30 million equipment obligations to mature 


serially over 15 years. 


TABLE 21.—LHffect of accelerated amortization on net income, 1952-56 


[Millions of dollars] 


| Tax deferral | 


Net income 





(1) 
Class I railroads: 
Wa wan ctb<cs idieie Baltien pelah $825. 4 
Wesco Soe Stacia nek beanie) 903. 2 | 
iiss hchantaninnnadaoss achtelltilsutinmcnnat’ aon 681.7 | 
IOGBS ios -~kcbaw TEs laine de eibbatan intial ardaide ae socials sll 927.1 | 
Wi atcitinsonhntescdeous Shien tenn ttrcls 1875.0 
Oe hii , ea iii ’ 4, 212. 4 | 
Average 1952-56_.........---- be Scie ceehiie 842.5 
Pennsylvania RR. Co.: | ; ay 3 
SPM, GLE OIA fide fd gies 39.3 | 
SONNE ol go tik i we oh thghatiet dednikaleite wes i 38.9 | 
1954__. Cll ad ek aba ip cunsignninnenetowien ; 18. 6 
SUG bid te dines yin wd ~ o< 41.2 | 
6G Wt he i. 41.5 
cased hea Si ain atnsatied canted eaaiiiiened aaesicabinwnbiedae 179. 5 | 
Average 1952-56_-_- _-. daca I clade pe nati Steroid Sasi ee 35.9 | 


1 Estimated. 


Source: ICC Annual Report, and Bureau of Railway Economics, AAR. 


account Adjusted 
accelerated net income 
| amortization | 
| | 
(2) (3 
| 
$97.5 | $727.9 
146. 2 | 757.0 
149.0 | 532. 7 
177.0 | 750. 1 
1200.0 675.0 
769. 7 3, 442.7 
153. 9 688. 6 
— sh = = 
8.8 | 30. 5 
11.6 27.3 
6.7 11.9 
4.4 | 36.8 
11.7 | 29.8 
43. 2 136.3 
8.6 | 27.3 


Railr 
Tran: 
port 
Publi 
Total 
Prim: 
Moto 
Other 
Food 
Texti 
Paper 
Chem 
Petro 
Minir 


1 Ey 


Sou 
Partis 
railroz 
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TABLE 22.—Eaxpenditures on new plant and equipment, 1946-55 


portation, air, ocean shippin 
Public utilities___. 
Total manufacturing 
Primary iron and steel 
Motor vehicles 


Other transportation equipment. 


Food and beverages... 
Textiles and products 
Paper and products 


Chemicals and allied products- - 


Petroleum and coal products 
Mining. iad 


{Millions of dollars] 


| Capital 
| expenditures, 
1946-55 


(1) 


$11, 212 


13, 27: 

31, 939 

96, 136 
8, 641 
7, 545 





1 Excludes some investment in transportation facilities privately owned. 


Gross capital | Expenditures 
assets (except) as percent of 
land), 1952 assets 


(3) 





11, 316 


Sources: Column (1) U. 8. Department of Commerce. Column (2) U. S. Treasury Statistics of Income. 
Partial estimates have been made by department of research and development, Pennsylvania RR., for 
railroads, transportation other than rail, and primary iron and steel. 
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Sor 


Cuart § 


CLASS I RAILROADS 
SOURCE & APPLICATION OF FUNDS 
TEN YEARS 1957 - 1966 
(Estimated) Ap 


MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
19,000 23,100 Le 
N 
for | 
5 ye 
N 
Deficiency assu 


4.100 


= Net Income 
= s,400= 


Expenditures 


s Maturities 
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TABLE 23.—Olass I railroads—Source and application of funds (estimated), 10 
years 1957-66 


[Millions of dollars] 








Note 1 Note 2 
Sources: | 
I IR ise ost seiniesinchepcaas ii oily ttt seialiaseieradanaal ned naan $8, 400 | $8, 400 
III, 3. xs si-c-c:ceascsei acs woetimnpinequastanaiatiite dubaees dt ioe kamal st 4, 000 4, 000 
Depreciation. ........- on pudvadeaandadardmedvgddulrceeiatebTameewe ee 6, 600 | 6, 300 
NR goo a weeac ttre one gen ee ae) 19, 000 | 18, 700 
Applications: 
II siicsin ats moniians iam indicnciniin sagan accadema ea ean atals 3, 900 3, 900 
CORDEEEL GRDOMGIAINOB oo ones git 4 ba SE een endewnd 15, 000 | 11, 200 
I ciitiacctt 5 scsxici nin: wien esbiniguniedsnatadnatialndaadeaaeh a ea tae 4, 200 4, 200 
NR in sii vsstiinciccsnstntcdacticisiiedetecseiieeat se enn 23, 100 | 19, 300 
ONO sis ROE hick cicnistiinsiticnmmeninaan 4, 100 | 600 


Note 1.—Assumes: Capital expenditures on basis of estimate compiled by A. A. R.; net income, average 
for 5 years 1952-56; financing, $400 million—equipment obligations issued each year; dividends, average for 
5 years 1952-56. 

Note 2.—Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other 
assumptions same as note 1. 
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Cuart T Sou 


PENNSYLVANIA RAILROAD COMPANY 


SOURCE & APPLICATION OF FUNDS 
TEN YEARS 1957 — 1966 
(Estimated) %. AD. 
MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
1,260 1,875 
N 
AA 
yea 
N 
tior 


Deficiency 
615 
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TABLE 24.—The Pennsylvania RR. Co. source and application of funds 
(estimated), 10 years 1957-66 


[Millions of dollars] 


Sources: 
Net income-..-.-.------ fe ae ni SSidbaedehidad sueaee $360 $360 
Financing_----- : naires be Ace teaemacdbioias ns 300 300 
Depreciation - - - . Saad we scccdacncertheeakhigecnldameeae 600 585 


Tetm...... 















Applications: 


Dividends. __-- hay scent ee se annae ns 165 | 165 
SNR oe conc dseaeadeteed ’ jiiceciaee” 1, 200 | 775 
Maturities____- pemalae wiivhhweialceaeeee inet 510 | 510 





pe teen tees neécchictene ssdimadé hess etal ies 1, 450 








ica si eicnktten wiisesecs sipccaGessseeee 615 205 








Note 1.: Assumes: Capital expenditures on basis of Pennsylvania RR. portion of estimate compiled by 
AAR; net income, average for 5 years 1952-56; financing, $30 million—equipment obligations issued each 
year; dividends, average for 5 years 1952-56. 

Note 2: Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assump- 
tions same as note 1. 





CLASS I RAILROADS 
P. OF 


THREE YEARS 1967 - 1959 
(Estimated) 


MILLIONS OF DOLLARS 


APPLICATIONS 


Deficiency 
1,325 


Maturities 
1,126 
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Taste 25.—Class I railroads—Source and application of funds (estimated), 3 
years 1957-59 
[Millions of dollars] 








| 
| 
Sources: 





a a ack dab aul $2,500 | $2, 500 
Financing --...-.-.-.-- sss cis seein a ii didi eam cicaa eseaeeaietia ii cn i sac psa al 1, 200 1, 200 
SPUOIINS, «. .o oncneds<cs ad cenbenbacs hauelld badsabidendi bun ttuiiaeies a anion 1, 775 1, 750 

WN hci nos ons eng cntn tune edd eed cee bene oie ianmasie 5,475 | 5, 450 

Applications 

Dividends_-._--- Schaal imine atecoiianeag ae ian icone wuledis baka 1, 175 | 1, 175 
Capital expenditures - - _. pceienincenaientpicheriaiich weaned at cade : ides cumennda aml 4, 500 3, 350 
Maturities.__.....- assnesenuseeniamentnates Wekeclustesssneee * 1, 125 | 1, 125 

i a gr ce se dliseen hea esi indore Moobaito iho ick 6, 800 5, 650 

a le laa aie 1, 325 | 200 





Note 1: Assumes capital expenditures on basis of estimate compiled by AAR; net income, average for 
5 years 1952-56; financing, $400,000,000—equipment obligations issued each year; dividends, average for 
5 years 1952-56. 

Note 2: Assumes capital expenditures on basis of average outlay for 5 years 1952-56. All other assump- 
tions same as note 1. 


CHART V 


PENNSYLVANIA RAILROAD COMPANY 
SOURCE & APPLICATION OF FUNDS 
THREE YEARS 1957 - 1959 

(Estimated) 


MILLIONS OF DOLLARS 


SOURCES APPLICATIONS 
368 560 


50 
: Deficiency V7 
192 
a / Capital 


Expenditures 


Net Income 
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TABLE 26.—The Pennsylvania Railroad Co.—Source and application of funds 
(estimated), 3 years 1957-59 


= illions of ne 


Sources 
Net income > 4 $108 $108 
Financing - ; j dest 90 90 
Depreciation - - - oe ‘ 170 | 165 


Note 1 | Note 2 
| 
| 
| 


Total 368 | 


Applications 
Dividends ‘ 50 | 
Capital expenditures. - - 360 233 
Maturities . 150 100 


Total___. , 560 | 


Deficiency ; 192 | 70 


Note 1: Assumes: Capital expenditures on basis of PRR portion of estimate compiled by AAR; net ine 
come, average for 5 years 1952-56; financing, $30 million—equipment obligations issued each year; dividends, 
average for 5 years 1952-56. 

Note 2: Assumes: Capital expenditures on basis of average outlay for 5 years 1952-56. All other assump- 
tions same as note 1. 


The CHairmMan. I particularly want to call attention to the last 2 
or 3 pages of your statement w hich you did not read, and which sum- 
marizes the main points covered by your testimony. I have gone over 
these 12 points which you have enumerated here, and noted the im- 
portance of them. I want to personally commend you for a fine 
presentation in this factual statement on the financial picture and 
the problems of the railroad industry of the Nation. 

I think in the years I have had the honor and privilege of serving 
on this committee that this is about the most factual picture of the 
financial status of the industry that I have had explained to me. That 
does not, of course, mean that we do not get a lot out of the annual 
reports of the Interstate Commerce Commission, which are also very 
factual and are usually presented to us in a very good way. But this 
added to that report gives the committee and the Congress a very 
good picture of the railroad industry from a financial standpoint, 
which certainly is most important to the welfare of this great industry 
and the general public of the United States. 

In your statement you said many people of the general public had 
the idea that the railroad industry was a dying industry, and I sup- 
pose what you wanted was to refute that argument. 

Mr. Bevan. That is correct, sir. 

The Cuamman. Iam convinced that it isa very live, dynamic, grow- 
ing industry endeavoring to keep pace with the economy of the coun- 
try, which is, of course, expanding tremendously. 

Mr. Bevan. Thank vou, sir. 

The CHarrMan. I observe that we do have your Mr. Rice here to be 
heard this morning. You have consumed an hour and 10 minutes of 
the time. It is such a clear picture of the financial status of the rail- 
road, I doubt if there are too many questions that we would have. 
But I think we should take just a few minutes to see if some member 
of the committee does have something that they would like to clear 
up before we proceed to Mr. Rice. 

Mr. Flynt, do vou have anything? 
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Mr. Fiynt. I will defer any questions I have. 

The Cuarrman. Mr. Wolverton. 

Mr. Wotverton. Mr. Chairman. 

I will likewise defer any questioning that would be appropriate. I 
wish to say there is nothing that I could add to what our chairman has 
said, to emphasize more strongly the statement and his feelings with 
respect to this presentation, other than has already been said. Most 
of you know I have been a member of this committee for a good many 
years. I do not hesitate to say that at no time have I heard a more 
thought-provoking, a more well-considered report of an industry made 
to this committee than has been made by the witness this morning. 
The information that is contained—and there are many in addition 
to what the witness has already testified to—in the statement which in 
full will be made a part of this record, certainly must cause one to stop, 
look, and listen with respect to this great basic industry of our country. 

The clarity with which the difficulties of the railroad industry have 
been presented leave a very clear understanding that there is some- 
thing radically wrong some place that requires most careful and con- 
sidered attention. Because we all must admit that we cannot permit 
an industry of this importance to leave the thought in the minds of 
some people that it is a dying industry. 

Mr. Chairman, I wish to commend the witness for the statement 
that he has made. I think everyone will realize the great amount of 
time and effort and study that must have gone into the preparation 
of this statement that has been presented to us this morning. And I 
feel that the committee has a right to feel greatly indebted to the 
witness for having brought these important facts to the attention of 
the committee in order that the whole picture may have the fullest 
careful and studious attention of this committee. 

The Cuarrman. Mr. Jarman. 

Mr. JARMAN. No questions. 

The Cuatrman. Mr. O’Hara. 

Mr. O’Hara. Yes, Mr. Chairman. 

Mr. Bevan, I certainly appreciate this quick lesson in railroad 
economics. 

The thing that bothers me is that a great railroad like the Penn- 
sylvania Railroad is confronted with the economic problems that you 
are. I am wondering what some of our midwestern roads are going 
to do. I don’t know whether you would care to comment on that, 
but I certainly live out in the part of the country where we are very 
concerned over what is going on in the taking off of trains, and the 
abandonment of feeder lines on some of our railroads. They are a very 
serious consideration to our part of the country. 

_I don’t know whether you would care to make any comment or not. 
Obviously it is a problem where you are trying to cut down on 
expenses, and at the same time you are losing capital, with which you 
must be seriously concerned. 

Mr. Bevan. Yes, sir; I think everybody has been most generous, 
and I appreciate everything that has been said. 

I would like to add one thing. I think the industry is so vital and 
essential and it is not a dying industry, but we are facing tremendous 
demands on it which, if not met in the future, will hurt al] industry. 
I think it is so vital and essential that I am sure we are going to find 
ways around the problem. 
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But I think the road to knowledge is to first recognize what they 
are, and I am not pessimistic. I just believe inherently we just have 
to find the answer. 

As far as other railroads are concerned, I would not like to pick 
out individual roads, but obviously when we represent roughly 10 
percent of the industry there are a great many other railroads that 
are not in any better position than we are. There are some more 
fortunate ones that have found oil and gas and other minerals, and 
are in territories that are growing more rapidly so that they can 
absorb these spiraling costs more easily. But even taking them out, 
I think it is obvious that there is a very real percentage of the industry 
that is not in any better shape than we are. 

Mr. O’Hara. Certainly the answer isn’t a continuing increase of 
freight and passenger rates, because you are going to price yourself 
out of the market. Isn’t that a fact? 

Mr. Bevan. That is the $64 question, but I think this: As I pointed 
out here, in the whole transportation industry I think that prices, 
we might say, have been held dewn artificially as compared to other 
industries. That is because of more favorable treatment accorded 
some of the others. They have not felt the same necessity to raise 
rates as the railroads and we have only been able to go up so much be- 
cause of that. 

The whole industry—I am talking not only of the railroad in- 
dustry—but the whole transportation industry is suffering from the 
fact that we have not all been allowed to find our economic niche in 
the situation. But as long as we are in this inflationary economy, I 
don’t think the people in the railroad industry are any more miracle 
men than in any other basic industry. Costs are rising faster than 
productivity, therefore [ think there has to be some increase in every 
industry. 

Mr. O’Hara. That is all, thank you. 

Mr. Fiynt (presiding). Mr. Moss. 

Mr. Moss. No questions at the moment. 

Mr. Fiynt. Mr. Hale. 

Mr. Hate. Mr. Chairman, I want to echo the sentiments expressed 
by my colleagues. Like Mr. Wolverton and Mr. O’Hara, I am very 
much impressed by your statement, Mr. Bevan. On this occasion I 
can’t help remembering our dear friend Carter Fort, who used to sit 
in that chair and talk to us about the troubles of the railroads and he 
did it with great eloquence. You are no less eloquent. 

It is a very disturbing and distressing picture to me. What Mr. 
O’Hara said about the railroads in the Middle West, is certainly true 
about railroads in New England. We have had plenty of trouble 
up there and I am not hopeful enough to believe that they are over. 
Personally, I like to be a passenger on the railroads. But I don’t 
know that that is a privilege that I shall be able to enjoy very much 
longer. 

I believe that is all. 

Mr, Friynt. Mr. Dingell. 

Mr. Drncetu. No questions, Mr. Chairman. 

Mr. Fiynt. Mr. Springer. 

Mr. Serincer. Mr. Chairman. 
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You certainly draw on a lot of economics. You have made an ex- 
cellent statement of your position. There were 1 or 2 questions I 
wanted to ask. 

According to the chart T on page 44 of your statement concerning 
your expec ted experience during the next 10-year period, and a de- 
ficiency overall for the Pennsylv ania Railroad Co., of $615 million 
what has been the experience of the railroad over the last 10 years? 

Mr. Bevan. I will see if we have the 1946 figure. Over the period 
of 1946 to 1956 we have lost working capital despite the fact that 
we liquidated and put into working ‘capital around $90 million of 

capital assets. And obviously we can’t go on selling companies, we 
don’t have many of that type left, In 1946 our working capital was 
$96 million. At the end of 1956 it was $72 million. So there is a loss 
there of $24 million, despite the fact that we liquidated roughly $90 
million of capital assets to help reimburse our working capital. 

Mr. Sprincer. Would a true statement be that during that 10-year 
period you lost in layman’s language, $114 million ? 

Mr. Bevan. Incash. You see it is different from your income sti ite- 
ment because actually we only reported a net income deficit 1 year in 
our history. But after we get through we have to buy new equipment; 
and a freight car that used to cost “$3,000 or $3,500, today is costing 
$8,000. 

Mr. Serincer. Do you subtract that ? 

Mr. Bevan. We have to take into consideration that it comes out of 
our cash drawer to the extent that we cannot finance it and so the cash 
has been declining at that rate. 

You will not find that in the net income statement, and you may 
have seen in this morning’s paper the comments of United States Steel 
about phantom profits. “You are depreciating a freight car, say, that 
cost you $3,000, you are depreciating that, if it has a 30-year life, over 
30 years, $100 each year. When you come to buy a new one you have 
to pay eight or nine thousand dollars. So the amount that you put 
aside from depreciating it, isn’t enough to buy your new car. 

Do I make that clear, sir 

Mr. Sprincer. No, I am afraid you don’t. I am trying to find out 
that $114 million was what you lost during this last 10-year period. 

Mr. Bevan. That is what'we lost in cash. That is the difference 
between what we realized from all sources in cash as against what we 
spent out of that cash for all sources. 

Mr. Sprincer. That also includes $90 million of capital investment? 

Mr. Bevan. That includes the excess of our expenditures, including 
capital expenditures over what we took in in the form of net income, 
depreciation which is a noneash charge, and through the sale of ¢ apital 
assets. 

It is just the same as this: Suppose my income is $10,000 a year. 
Then I might have another $10,000 of securities at the start of a period. 
I use my $10,000 of income, I sell my securities, which gives me a total 
of $20,000 and then I go out and for one purpose or another spend 
$25,000. 

My income as income is still $10,000, but I have used up addition: il 

‘ash resources that I have. 

Mr. Sprincer. You have a deficit ? 

Mr. Bevan. A deficit cashwise. But my salary is still $10,000 : 
year, and so that you will report net income. You will still report 
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net income, but you are spending more than you are taking in from 
all sources. 

Mr. Sprincer. What do you think your competitive position is in 
this next 10-year period in the open market for freight with other 
major forms of transportation 4 

Mr. Bevan. Well, we are optimistic as to the outlook freightwise for 
the industry. The decline in our percentage of the overall market has 
been slowing up. It was going down pretty fast from 70 to 53, say 
but from there on that decline has been flattening out and I think last 
year our percentage was 49.5. 

Our railroad has been one of the leaders in the United States of 
“piggyback” or the carrying of trucks on freight cars. 

Through that and other sources we hope the industr y is going to in- 
crease its percentage somewhat. I don’t think it will be spectacular. 
But we hope to increase our percentage. But even if we don’t in- 
crease our percentage, there will be an increased volume if we just 
hold the same over the period and what worries us most is to be able to 
participate in this inflationary economy. We have got to get the 
earnings if we are going to get the financing. And if we can’t get the 
financing, we are not going to get the equipment that we need in order 
to meet this Gixtdnd: 

We think one of the biggest problems facing the industry is raising 
sufficient money to get the equipment and the things we need over the 
next 10 years and also for our roadbeds, so that we can increase our 
efficiency. 

Mr. Sprincer. Are you talking about long-term capital now / 

Mr. Bevan. I am talking about both. But long-term capital, other 
than equipment, is very difficult to get in the railroad industry today. 
An example of that was last fall with Southern Pacific. They put 
out $35 million of first mortgage bonds and the Southern Pacific is an 
excellent railroad. They ended up by having to pay almost 5.30 per- 
cent. And the market wasn’t enthusiastic about even an issue the size 
of $35 million. 

Today there is a very limited demand for railroad securities. 

Mr. Sprincer. Your report today isn’t likely to increase that, is it? 

Mr. Bevan. No, sir. 

Mr. Sprincer. You estimate some $615 million deficit for Pennsyl- 
vania Railroad ¢ 

Mr. Bevan. No, sir; but I think we have to face facts. I think in 
fact that an experienced investor will be at least encouraged that we 
recognize what are our problems and it is up to us to try to find some 
way of meeting them. 

Mr. Sprincer. Mr. Bevan, what has been your average yearly divi- 
dend over the past 10-year period ¢ 

Mr. Bevan. I would say it is an average of about 2 percent and to 
put it another way it is an average of about between 48 and 50 percent 
of our reported net income. 

Mr. Sprincer. And about 2 percent on your—— 

Mr. Bevan. On our capital stock. 

Mr. Sprincer. On your capital stock. 

Is that what you have been paying in dividends, roughly ? 

Mr. Bevan. Is that what, sir? 

Mr. Sprincer. Is that what you have been paying in dividends ¢ 
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Mr. Bevan. Two percent, roughly. I would say it averaged that. 
Three percent would be a dollar and a half, and last year we paid 
$1.55 and that is the highest for a good many years. 

Mr. Springer. On your chart T projected ahead again, was that 
about what you would expect over the next 10-year period, somewhere 
between 2 and3 percent? On your common stock ? 

Mr. Bevan. I am afraid so. 

We may not be able to pay that. Until we find some way of licking 
this it is a little hard to say. We are probably going to have to cut 
all along the line. Since we know we have to pay our interest and we 
have to pay our maturities. 

Mr. Sprincer. Just this, then, to follow it up: Is efficiency in the 
next 10-year period going to reduce thisany? I don’t take it you have 
reached the peak of efficiency. 

Mr. Bevan. No. There are a lot of things to de done. There area 
lot of things to be done but of course we got a tremendous lot out of 
diesels. 

Mr. Sprincer. That is what I referred to. Have we got anything 
projected forward to take up the same amount of slack ? 

Mr. Bevan. I think that perhaps the savings rate will not be as 
great, but there are any number of such things. We have got them 
planned by percent, of how much saving they are going to give us, 
and we could do a great deal more than we are doing right now if we 
had the money. But we have just had to take the ones that give us 
the biggest savings and say next year we will take some more. 

Mr. Sprrncer. Let me ask you this last question. 

Is the Federal highway program going to increase your deficit? 

Mr. Bevan. I think that initially it will help us while they are in 
the course of constructing the roads. One of the things that worries 
us greatly, however—and I think it will hurt us afterward—is that 
many places now they are talking about trying to have the present toll 
roads made free through the use of Federal funds which won’t give you 
any additional roads but will make these toll roads free, which is 
another way of making it much cheaper for the trucker as against our 
lines running right alongside of them. ‘That could be a very serious 
thing to us since they would not be paying their share of the cost of 
their doing business then. 

Mr. Sprincer. Thank you. 

Mr. Fuynr. Mr. Mack, do you have any questions ? 

Mr. Mack. Not right now. 

Mr. Frynv. Mr. Carrigg. 

Mr. Carricc. I would like to compliment the witness for a very fine 
presentation. It is my hope that we could look forward to the time 
when he would be back here again with us, so we might have the 
opportunity of hearing some of his constructive thoughts on what we 
could do to help the railroads. 

Mr. Brvan. I would be very happy to, sir, at any time. 

Mr. Carricc. Thank you. 

Mr. Fiynv. Mr. Derounian. 

Mr. Derountran. Mr. Bevan, I have looked over your group of 
charts. It is quite documentary, and I think we will gain a lot from it. 

May I just ask you a question on the bill which we are currently 
discussing. 
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Should this bill become law, since the cost to you would be about 
$19 million the first year, according to your testimony, and $27 million 
ultimately, what would your railroad propose to do in order to meet 
this additional cost ? 

Mr. Bevan. It is a good question. I can’t give you the answer. 
Just either depending on the level of business, we will have to find 
some way to cut expenses further. It may mean reducing mainte- 
nance, reduced capital expenditures. I can’t tell you offhand. But 
it would be a very serious thing to us. Our net income last year was 
$41.5 million and this would be an increase of almost half that net 
income. We are already, as we estimate it, as a result of the present 
wage pattern, and the increased costs along the line for materials and 
everything else, on an annual basis giving effect to the rate increases 
we have had since the wage settlement, we already have a deficit of $23 
million, as we estimate it, on an annual basis, between our increased 
costs and increased revenues as a result of rate increases. 

So we would add another $19 million immediately to that, $42 mil- 
lion, that is as much as the net income last year. So it will take some 
drastic action, I can’t pull an answer out of the hat. 

Mr. Deroun1an. Might there be a fair increase in freight ? 

Mr. Bevan. I think right now we need additional increases because 
the increases received have not been enough to offset the increased costs. 
So this would be on top of that. 

Mr. DerountAn. Thank you very much. 

The Cuarrman. Mr. Younger. 

Mr. Youncer. I have two questions. 

I do want to congratulate you on this showing. However, there 
is another item that may increase your worries. In the fiscal 1958 
budget there are items for transportation of the Federal Government 
which will total 11.9 percent of the total transportation income of all 
means of transportation. Now, if the Congress gets more economy 
minded and reduces the budget, and takes out 3 or 4 more percent of 
your income, then what are you going to do? 

Mr. Bevan. You mean in the form of increased taxes, sir ? 

Mr. Younger. No, no. If we cut down our expenditures and pre- 
vent the Defense Department from moving all of their people all 
around, and cut down your freight bills and the passenger charges, for 
there is in that budget 11.9 percent of the total charge on transporta- 
tion, freight and passenger, of the entire industry, land, sea and air 
which comes from the Federal Government. 

If the Congress become enonomy minded—and every indication is 
that they are in that frame of mind—and they cut down and force 
the departments to trim their budgets, then you are going to be in a 
pretty bad way so far as this source of income, which is your greatest 
source of income today. 

Mr. Bevan. Not to be facetious, but maybe that will mean that a 
greater amount may stay on the rails, instead of being flown at higher 
tates on the airlines. 

So I couldn’t give you an answer. We might come out better. 

Mr. Youncer. If they take the freight away from you. You don’t 
think it is a hazard ? 

Mr. Bevan. Well, I would have to see how it was cut before I could 
tll you. There is always a hazard present any time we tend to lose 
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business. But it might mean that it is perfectly conceivable that jt 
might come to us instead. 

We might even get a greater increase in the military personnel if 
they have to cut. It may take them out of the air and put them on 
the trains. I couldn’t answer without seeing how you cut them. 

Mr. Youncer. Bu that is a big item in your entire transportation 
budget. 

Mr. Bevan. That is right. 

Mr. Youncer. For not only your means of transportation, but al] 
others. 

Mr. Bevan. Yer. that is right. 

I wasn’t trying to be facetious, but I just pointed out there are cer- 
tain possibilities where it might even help us. 

Mr. Youncer. But vou haven’t given that consideration in your 
figures whic h you have presented today ? 

Mr. Bevan. No, I haven't. 

Mr. Youneer. The second question is this: In your depreciation as 
2 means of creating working capital, the railroads have had the bene- 
fit of the rapid depreciation on a lot of items. 

Have you spread that depreciation over a period of years in your 
figures or are you taking it as is? 

Mr. Brvan. It has been taken as is. And I refer to that in there 
ce) ae when we talked about average earnings in these cash fore 

sts, we said that we used the average of earnings over the last § 
years, but they may well not be as good because they are distorted 
to the extent we have accelerated amortization in there, keeping our 
taxes down. 

Accelerated amortization is nothing more than a noninterest. bear- 
ing way of deferring taxes. We pay them ultimately. And it has 
been helpful to us. We would have been worse off than we were if 
we didn’t have the cash during this period. But in the future to the 
extent. we had it here, it will tend to cut our earnings after the ae- 
celerated amortization certificates run out. 

Mr. Youncer. In other words, the picture will be worse than it is 
currently. 

Mr. Bevan. That is correct. Our taxes will be higher. 

Mr. Youncer. That is all, Mr. Chairman. 

The CHarrman. Mr. Avery. 

Mr. Avery. Thank you, Mr. Chairman. 

You have made a very fine statement, Mr. Bevan. My analyses of 
the railroad problems are similar to those of the gentleman from Min- 
nesota, Mr. O’Hara. 

Two or three things come up in my mind. The Pennsylvania Rail- 
road, was it a land-grant railroad to start with / 

Mr. Bevan. No, sir. I think I am correct in saying that. 

Mr. Avery. I didn’t think it was. In Kansas I have been disturbed. 
Several times when there has been a proposal to curtail service every- 
body jumps in their cars and drives down to the public controlling 
commission to oppose the curtailment of service, not based on the faets 
that the service is going to damage the community but the amount of 
taxes that it may take away from the local taxing unit. That is the 
main basis for their objection. 

My question was this: When service is curtailed on the road, for 
instance if passenger service is taken off a feeder line, does that affect 
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the assessed value of the railroad for the purpose of ad valorem tax? 

Mr. Bevan. That will vary widely by States. In some States we 
have found, for example, that where we had two tracks if we could 
get along with one, we reduced our taxes. In another State that 
doesn’t happen. 


[I would have to go through the thing State by State and I am not 
qualified to do that. 

Mr. Avery. Supposing the physical equipment remains the same. 
You had one track but you ran 4 trains a day, 2 passenger trains and 
2 freight trains. You are not changing the right-of-way any. Gen- 
erally speaking the terminal fac ilities would be the same but you de- 
lete this passenger service. Would that absence of rolling stock off of 
that particular line affect your assessment any for ad vi lorem taxes ¢ 

Mr. Bevan. I know of one State for example that takes a particu- 
lar day each year. And every Pennsylvania car that is in there that 
day is what we get taxed on. 

Presumably if we weren’t running as many then we wouldn’t have 
asmany in that State. 

Mr. Avery. There isn’t any set formula on that? That again varies? 

Mr. Bevan. It varies by States. 

Mr. Avery. Thank you very much. 

That is all, Mr. Chairman. 

The Cuairnman. Mr. Alger. 

Mr. Auger. Mr. Bevan, I appreciate the comprehensive facts you 
have given us. I will try tostudy them. 

What do you think about the future of a “piggyback” 
tion’ Ifany? 

Mr. Brevan. “Piggyback” bus? 

Mr. Avcer. I don’t gven know where I heard it now. Is there any 
future at all over heavily congested areas as an income source / 

Mr. Bevan. I must admit I haven't thought of the bus operation. 
Idon’t know. I do know that in England, interestingly enough, they 
are trying—and how much success it has had I don’t know—if people 
are going to Scotland for a vacation they are putting their cars on these 

“yigeyback™ cars. They have a passenger car “piggyback” 
But I had not thought of the bus. 
offhand answer. 

Mr. Arcer. Are there other sources of revenue, new ones, maybe? 

Mr. Bevan. The truck “piggyback” we are very optimistic on. 
And we think it is going to be a big thing for the railroads. We think 
it will be one of these things you dream about but ver y seldom discover. 
We think it is going to be good for the railroads and good for the 
truckers. We have to obviously give them a lower price than they can 
operate at, or it is not attractive to them. If we get more business 
and they get more earnings, and you take the big boxcar trucks off the 
highway, you won't have to spend as much on the type of road that is 
necessary for that and they will last longer. So the public and the tax- 
payer will benefit too. 

When we started this our president estimated that—of course it was 
only an estimate—in 5 years the Pennsylvania Railroad might increase 
its revenues by $100 million in this form of operation. At the present 
time we are running ahead of our schedule in that projection. We are 


mnning at an annual rate right now of between $18 million and $20 
million, and we are big believers in it. 
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As I say, it is one of the few things where everybody seems to profit. 
Mr. Arcrr. I hope there is reason for optimism that you express, 
Mr. Bevan. I am not pessimistic in every line. eae 

Mr. Arcer. I can see you are optimistic by nature in view of the 
statement. 

Mr. Bevan. Thank you. 

Mr. Acer. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Neal. 

Mr. Nea. Mr. Chairman, I might ask one question that concerns 
me a little. 

During the last year when the Weeks report came out attempting 
to call attention to the various irregularities and overlappings of 
freights and differentials and that sort of thing, it seemed to me that 
there were some suggested recommendations that would probably 
not only benefit the railroads but the trucking industry as well. I 
wonder if anything has developed along that line that you would 
care to comment on. 

Mr. Bevan. Well, I have not followed that recently quite as closely. 
It seems to me a legislative matter. I will just say offhand as a layman 
we have not seemed to have gotten very far up to date on any of those 
proposals. 

Mr. Nea. Insofar as any attention that has been given by the regu- 
lating boards, you would receive no benefit one way or the other 
from it? 

Mr. Bevan. I would say this: I do think—although we are dis- 
appointed at the moment that we haven’t had faster action on this 
last rate increase—that the Interstate Commerce Commission in the 
last several years has speeded up materially the time lag between 
when we get our increased costs and when we get our increased rates. 
We have been a little disappointed, and I think part of that is the 
growing realization on everybody’s part of the fact that we just 
automatically never recoup the money that goes out between the time 
when the increased costs go into effect and the time when the rate 
increases go into effect. 

Mr. Neat. Do you feel then, perhaps, the Interstate Commerce 
Commission is taking into consideration some of the suggestions that 
were brought out in that study that, eventually, even without legis- 
lation will prove to be of some benefit ? 

Mr. Bevan. I think we have had a benefit already. That does 
not mean that I wouldn’t like to see more benefits. Because we have 
got a tough situation. 

Mr. Neat. That is all. 

The Cratrman. Thank you very much, Mr. Bevan. We want 
again to express our gratitude for your presentation here this morning 
giving this very important picture. 

Mr. Brvan. I would like to thank every one in turn for their very 
appreciative attitude toward this. We think it is a serious situation 
but we hope we are going to be able to lick it. 

The CuHatrman. I would like to say to my colleagues that we have 
Mr. W. Thomas Rice, president of the Richmond, Fredericksburg & 
Potomac Railroad as the next witness on this proposed legislation. 

It is a quarter to 12 and we don’t have too much time. On the 
other hand, I understand our colleagues on the minority have a caucus 
to get underway as soon as we announce adjournment. P 
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Mr. Rice cannot be here after today. It is my intention, if you 
will bear with me, in view of your own program this afternoon, to 
hear Mr. Rice before we adjourn. 

Mr. Rice. Mr. Chairman, if I may say so, I will be very brief. It 
will only take me, say, 10 or 15 minutes at the outside. 
The Cuatrman. You may have a seat and proceed, Mr. Rice. 


STATEMENT OF W. THOMAS RICE, PRESIDENT, RICHMOND, FRED- 
ERICKSBURG & POTOMAC RAILROAD, RICHMOND, VA. 


Mr. Rice. Mr. Chairman and gentlemen of the committee, my name 
is W. Thomas Rice. Iam president of the Richmond, Fredericksburg 
& Potomac Railroad, which operates between W ashington and Rich- 
mond. We connect with the Pennsylvania and the B. and O. here in 
Washington and with the Atlantic Coastline and the Seaboard Airline 
in Richmond. 

I have heard some of the testimony presented on H. R. 4353 and I 
am availing myself of the honor of just speaking frankly to you gen- 
tlemen without any prepared statement as to some of the items of the 
railway unemployment tax as I see them. 

I believe that that act needs amending. But I am fearful that some 
of the proposed amendments as I understand them will further con- 
fuse a rather badly confused situation. I seriously doubt that they 
will be in the interest of either the employees or the railroad com- 
panies, or the general public. 

As I understand the act, we will pay to unemployed employees 60 
percent of their daily wage. 

Down in my country the basic rate for labor along our line of road 
is $1.76 an hour. If you pay him 60 percent of that, you are paying 
him more than $1 an hour. Now the prevailing wage for agriculture 
and working in the timber along the railroad is $1 an hour. ‘So we are 
going to pay the unemployed railroad employee more than he can 
make if he engages in his local industry. 

Gentlemen, I think that is a wrong approach for us to take. I 
believe that puts a premium on doing nothing. I imagine that same 
wage scale will prevail in every rural county between the Potomac 
River and the Gulf of Mexico. And I again say when you put the em- 
phasis on doing nothing rather than working, we do a very serious 
thing to the persons involved. 

I also understand that some of these unemployment benefits would 
extend 41% years longer than they now exist. 

As I understand the intent of the act, it was to provide certain 
moneys for a well-deserving unemployed person to tide him over until 
he could readjust himself ‘at other employment or be called back to 
work. Well, it would seem to me that 414 years is an awful long time 
for him to look for a job and if he is being paid more to do nothing 
than he would be in his job, human nature belne what it is the impetus 
to find a job is naturally lessened. 

Our people tell me that it is possible under the present act—and it 
has happened—that a man could work as a salesman and sell an auto- 
mobile 1 day a week and the other 4 days he is availble for unemploy- 
ment insurance under the Railway Labor Act as it now exists. They 
tell me of another instance where 1 of our furloughed employees was 
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selling cemetery lots. When he sold a lot he wasn’t qualified, but on 
other day s he was qualified for unemployment benefits. 

They tell me of another instance where an employee was con- 
fined ‘to jail for 30 days after being convicted of a crime. Then 
when he came out of jail he was subsequently discharged from his 
company and he then became available for unemployment benefits 
wholly paid for by the company against whom he had committed his 
alleged crime. 

Gentlemen, I think we need amendments. But it seems to me that 
those types of things are not the American way unemployment in- 
surance is Supposed to work. 

As I understand this bill, if a man desires to quit, decides that he 
has worked long enough, he can quit and after a certain length of 
time he can draw unemployment benefits. If he has been discharged 
due to some unsatisfactory performance and after due hearings it is 
decided to separate him from the service, he can then draw these un- 
employment benefits for a considerable length of time. 

If the organization decide that they have to use their economic 
strength—which I understand is a sophisticated term for strike— 
they can do it and receive unemployment benefits paid for wholly by 
the company on whom, or against whom they have elected to exercise 
their economic strength. 

That is very difficult, gentlemen, for me to understand, and I hope 
it will be for you. 

As far as our railroad is concerned, our accounting people tell me 
that this package bill, if it were all in effect in 1957 as compared to 
19% 56, would increase our tax approximately 53 percent or just under 
2 percent of our entire operating income. 

Now, in closing, gentlemen, I want to bring out these points: In 
1955 we had an increase in cost of railroad operating expenses as 4 
result of increased wages and cost of materials. What did we do? 
We went to the Commission and asked for an increase in rates, which 
vas granted last March, of approximately 6 percent with certain 
holddowns. 

Last fall agreements were signed with a number of the organiza- 
tions agreeing to certain increase in fringe benefits and rates of pay 
over a 3-year period. We again went right to the Commission for 
more money and effective last December, as you gentlemen know, the 
railroads in the east got a 7 percent increase. 

Now, what happens? Last year our gross return per ton-mile, in 
spite of the increase that was made effective last March, was less than 
the previous year. We have received less money for hauling a ton 
of freight 1 mile with a higher rate than we did the previous year. 

You say oo isthat? Because the high-rated traffic is going by other 
methods of transportation and we are h: wuling more tre aflic to make the 
same gross return. And, say what you might, every time we increase 
freight rates the shipper takes a new look at providing his own 
transportation as any businessman would, And every time we in- 
crease freight rates we put ourselves in the position where a number 

of our patrons can buy their own trucks and haul their own traffic. In 
addition to that, who pays for the increase in freight rates ? 

The American public. 
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And I might say to you gentlemen that in January of this year 
we had 5 5 percent less freight movement than last January, a year 
ago. 

“In Februar y although there were 28 days as compared to 29, we had 
11 percent less volume of freight traffic, and March is running * Pehind 
every day. 

Now, we know who pays the bill. It is the American public. We 
also know when freight traffic falls off, or passenger traffic falls off, 
the first folks that are affected are these wonderful employees because 
we can’t employ them if we don’t have the business. That is one of 
the main considerations. 

You gentlemen have heard a wonderful story on finance this morn- 
ing. I won’t touch on it further. Iam not qu: alified with that gentle- 
man. But I will say this to you: That we need new plant and new 
equipment in the railroad industry. We need it not only to move the 
economy of a peacet ime America, but we need it for the movement of a 
possible America at war. And I say to you that we are not buying 
equipment the way we should be, in my humble opinion because of lack 
of capital. Consequently, I feel that any costs that increase railroad 
operations expense at this time is unwise in the interest of everybody 
involved and I sincerely hope that you will think the same way 
whether you report the unemployment features of this 4353. 

I thank you very much for your gracious attention. Iam delighted 
to give you my thoughts on it. 

The CuarrMan. Thank you very much, Mr. Rice. 

We are very glad to have your statement. As I understand, your 
comments are directed solely to the unemployment provisions of the 
bill. 

Mr. Rice. That is correct, s 

The Ciairman. You didn’t care to make any comments regarding 
the railroad retirement amendments ? 

Mr. Rice. My comments there, sir, would be entirely the same re- 
garding increased costs. I realize that something must be done to fi- 
nance the commitments already made as I understand it in the last 
Congress. But rene yee you increase a cost of operation, the same 
principles would apply, s 

The Cuarrman. Any questions ? 

fr. Mack. I have a question, Mr. Chairman. 

Mr. Rice, 1 noticed that you were critical of the present law and 
proposed change in the law through this legislation. Now, I am won- 
dering if you or your SSOc lates have any comme nts or any sug ggestion 
tomake in view of the criticism of the law. 

Mr. Rice. Sir, they will be introduced, but you graciously allowed 
me to get on the stand a little ear ly, and [am preceding my associates 
who will give you the benefits of some recommendations to rectify 
some of the things I have mentioned. 

Mr. Mack. Thank you very much. I think that all of the commit- 
tee enjoyed and apprec iated your fine statement. However, some of us 
have some question in our minds about several comments you have 
made and I would be very interested in hearing the proposals to be 
made later on. 

Mr. Rice. Yes, sir. 

Mr. Mack. The question I wanted to ask is this: Is it not obvious 
that. we are going to have to increase the rates of contribution for the 
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Railroad Retirement Act as well as the Railroad Unemployment I. 
surance Act immediately ? 

Mr. Rice. Would you repeat that question? I didn’t get the esseneg 
of the question. 

Mr. Mack. We are going to have to increase the contributions to the 
railroad retirement fund and we are also going to have to increase the 
contributions to the railroad unemployment insurance fund. Is that 
not correct ? 

Mr. Rice. Under the bill as I understand it, yes, sir. 

Mr. Mack. At the present time, your unemployment fund is down 
below $300 million ? 

Mr. Rice. That is right, and it increased January 1 of this year, 

Mr. Mack. And under the present demand that is being made on 
that fund, it is going to be necessary to further increase it? Is that not 
correct ¢ 

Mr. Rice. That is correct, sir, as I understand it. 

Mr. Mack. And as far as the railroad retirement fund is concerned, 
it will also have to be increased because of the substantial deficit that 
is existing. 

Mr. Rice. That seems to be the way the wind is blowing, yes, sir. 

Mr. Mack. Then it does have to be increased and it is just a question 
of how much it will be increased. 

Mr. Rice. My argument would be that the contribution, sir, to the 
railway retirement fund would be the minimum consistent with pres- 
ent legislation. And as to the Unemployment Act, it would be there 
kept to the minimum consistent with good practices and the bills as 
amended that we will offer. 

Mr. Mack. Yes, Thank you very much. That is the information 
that I wanted. 

That is all, Mr. Chairman. 

The CuarrmMan. Mr. Wolverton. 

Mr. Wotverron. I have no questions. 

The Coatrrman. Mr. Flynt. 

Mr. Fiynt. No questions. 

The Cuarrman. Mr. Jarman. 

Mr. Jarman. No questions. 

The Cuarrman. Mr. Carrigg. 

Mr. Carrice. No questions. 

The CuarrmMan. Mr. Moss. 

Mr. Moss. I have just one or two questions. 

I was interested in the cases you cited of former employees. Is it 
your contention that those people were drawing their payments 
legally ? 

Mr. Rice. AsI understand it, sir, they were. 

Mr. Moss. In other words, the man who sold an automobile a week 
was not faced with any limitation on his income because he was avail- 
able for the other 5 or 6 days? 

Mr. Rice. That is my understanding of the present situation. 

Mr. Moss. Isn’t there a limitation on income which must be reported 
in order to continue to qualify for the unemployment insurance? 

Mr. Rice. I am not familiar with the details of it, sir, as to where 
that limitation exists. 

Mr. Moss. Frankly, I am not as familiar with the workings of the 
railroad unemployment insurance system as I am with the unemploy- 
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ment insurance fund as operated by the State government for the 
other covered workers. But I know there are income limitations which 
would certainly have a direct bearing on the ability of that man to con- 
tinue to certify that he had not exceeded the allowable earnings. 
Now, in the case cited of the hourly rate which would be paid or 


nce 


the 


the roposed to be paid under the provisions of the two principal bills 
hat fore the committee, is there not a requirement that a man be available 


for employment in comparable work? 
Mr. Rice. I believe there is. 































Wh Mr. Moss. If he is to continue drawing his unemployment insurance? 

Mr. Rice. He must be available as I understand it. 

Mr. Moss. And you used the example of the laborer and the $1.76 

>on | per hour. If he were offered employment as a laborer even though 

not | the rate might be less than the proposed 60 percent, he would then 
have to accept if it were a reasonable offer, or cease drawing his bene- 
fits, isn’t that correct ? 

ned, Mr. Rice. I understand that that is correct. 

that Mr. Moss. In other words, these problems then become problems of 
administration and that is a subject where there is general agreement. 

sir. | You cannot effectively legislate. You can’t legislate sound admin- 

tion | istration or good judgment. 

Mr. Rice. That is right. 

» the Mr. Moss. Thank you, sir. 

pres- The Cnarrman. Mr. Derounian. 

there Mr. DerountAn. No questions. 

Is as The Cuarman. Mr. Dingell. 

Mr. Dincett. Just a couple of questions, if I might, Mr. Chairman. 

ation This was interesting tome. You say that the wage for, let’s say the 
farm and timber industries in the southeastern part of the country 
run a dollar or less an hour. Let’s take the case now of my part of 
the country where the average wage for the industrial worker runs 
about $1.80 or $1.90. In some industries it gets as high as $2 and $3 
and even more an hour. 

Do you think that under these conditions we should just consider 
the agriculture industries in the southeastern part of the country as 
being the criterion for how much we should pay to our unemployed 
people under this unemployment-insurance program, and other similar 
unemployment-insurance programs ¢ 

Mr. Rice. I would believe that it would be rather difficult to separate 

_ | iton a national basis, yes. But at the same time, in consideration of 
Is it | the overall effect, 1 believe you have to consider the low market for 
ments | labor as well as the high market for labor. 

Mr. Dinceii. Thank you. 

Thank you, Mr. Chairman. 

week | The Cuarrman. Mr. Avery. 
avail- | Mr. Avery. No questions. 

The Cuarrman. Mr. Alger. 

n. Mr. Acer. No questions. I certainly enjoyed your statement and 
ported | it is nice to have a man look you right in the eye when he is giving it 
e to you sometimes this way, too. I know that is difficult when you read. 
where | The CuarMan. Mr. Neal. 

Mr. Neat. Mr. Chairman, I appreciate the remarks made by 1 or 

of the | 2individuals here in regard to local administration of these benefits 
nploy- | of one sort and another. And a remark that was made that you can’t 
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legislate the actual manner and the actual details in which these 
things are administered down at the grassroots. 


I think that is one of the greatest objec tions to this whole program to 
of unemployment compensation and public assistance and various : 
other things. While the programs are wonderful and the plans or ti 


rather the objectives are certainly to be complimented, yet so often 
the personal element enters into the administration down at the very 


bottom of these things where all the irregularities seem to show up. | ov 
don’t know what you can do about it. But I do certainly recognize M 


it is there. 
I appreciate your remarks very much. 
Mr. Rice. Thank you, sir. 
The Cuatrman. Thank you very much. 
May I inquire, Mr. Rice, how many employees do you have ? 
Mr. Rice. We are running right around 2,800 right now, sir. 
The CHarrMan. What is the extent of your service ? 
Mr. Rice. The extent? 
The CuarrmMan. Yes. What areas do you cover? 


Mr. Rice. We operated all freight and passenger trains between of] 
Richmond, Va., and Washington, D. C. And our freight yard over ve 
here at Alexandria. That is on our line of road. There are other to 
lines that serve that general area. But they go in a roundabout way. 

Weare the direct route between the two cities. mx 

The CHarrMan. Your services are limited to the area between 
Washington and Richmond ? kn 

Mr. Rice. That is correct, sir. tr: 


The CuarrmMan. How many employees did you have a year ago? 
Mr. Rice. Iam speaking approximately in numbers, sir-— 


The CuarrMan. I understand that. tra 
Mr. Rice. We had between 2,900 and 3,000. ye: 
The CHatrrman. Are you gradually reducing your personnel ? on 
Mr. Rice. Yes, sir. Wi 
The Cuairman. Isthat trend going to continue ? an 
Mr. Rice. Yes, sir. 
The Cuatrman. Is that because of automation ? ] 
Mr. Rice. To a great extent, yes, sir. However, we have taken off Sel 
2 passenger trains within the last. 60 ds ays, which of course results in ] 
fewer people and we have rearranged some of our work, consolidated ) 
it. In addition to that, of course, we have bought some machines. i 
The Cuarrman. Your amount of freight traffic has increased, has } 
it not? 2 
Mr. Rice. It showed an increase in ton-miles last year, yes, sir. I 
The CuHarrmMan. To what extent ? con 
Mr. Rice. Around 3 percent. N 
The CuatrmMan. You would welcome, I suppose, being relieved of ) 
the 3 percent freight tax, would you not ? ) 
Mr. Rice. I certainly would, sir. Very definitely. h 
The Cuarrman. And the 10 percent passenger tax ? A 
Mr. Rice. I would be doubly happy. h 
The CratrmMan. But it is an important item as far as the industry A 
is concerned ? h 
Mr. Rice. Very definitely. Particularly in line with the man who h 
buys his own truck, sir, or drives his own automobile. It is a particular h 


item and we have to compete with that. 









ize 


een 
yver 
cher 
vay. 


yeen 


nn off 
Its in 
dated 


1. has 


red of 


dustry 


in who 
ticular 











RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 389 


The CuarrmMan. Mr. Hale. 


Mr. Hatz. How many passenger trains do you run from Washington 
to Richmond a day ¢ 


Mr. Rice. We are running about 3 32aday,sir. That is in both direc- 
tions. Sixteen in each direction. 


Mr. Hate. Is the passenger business decreasing steadily ? 

Mr. Rice. The month of January showed a very decided decrease 
over last year. February came back slightly, and at the present time 
March is holding its own, through yesterday. 

So the pattern seems to be slightly irregular at this point. 

Mr. Harr. Was passenger business in 1956 below 1955 ? 

Mr. Rice. Yes, sir. 

Mr. Harr. Was 1955 below 1954? 

Mr. Rice. That is correct. 

Mr. Hate. Steadily downward? 

Mr. Ricr. There isa steady downward curve. 

Mr. Hare. And no leveling off in sight ? 

Mr. Rice. The only indication that there was any possible leveling 
off did occur in certain months of 1956; but, as I say, 1957 started out 
very much on the wrong side of the ledger, and it is too early yet 
to predict. 

Mr. Hare. How many passenger trains from Washington to Rich- 
mond were you running 10 years ago? 

Mr. Rice. Sir, I wasn’t with the company and I certainly don’t 


know but I would imagine they were running 20 or thereabouts, regular 
tr: ains. 


Mr. Hate. How about 2 or 3 years ago? 

Mr. Rice. Two or three years ago—we have taken off one local 
train in each direction within the last 60 days. Within the last 2 
years we have made a train that normally ran the year round, a train 
only operating in the winter months between New York and Florida. 


We have taken off completely a third train that ran between New York 
and Florida over our line. 


That is within the last 2 years. 
Mr. Hate. I suppose a good part of your passenger business is pas- 
sengers going from the North clear through ? 
Mr. Rice. That is correct, sir. 
Mr. Hare. With destinations way south of Richmond ¢ 
Mr. Rice. Yes, sir. 
Mr. Harr. That isall. 
The Cratrman. Mr. Avery. 
Mr. Avery. Mr. Rice, what rate of return did you pay on your 
common stock in 1956 @ 
Mr. Rice. On the sale value of it we paid 6 percent. 
Mr. Avery. On the sale value? 
Mr. Rice. Yes, sir. 
Mr. Avery. What would that make it on par? 
Mr. Rice. On par we paid approximately 20 percent. 
Mr. Avery. How did your net earnings for 1956 compare with 1955? 
Mr. Rice. They were up in 1956 over 1955. 
Mr. Avery. About 1,2, 3,4,5 percent ? 
Mr. Rice. No, they were up around 15 percent. 
Mr. Avery. Thank you. That isall. 
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The Cuamman. Again let me thank you for the very impressive 
presentation that you have made this morning, Mr. Rice. We are glad 
to have had you with us. 

Mr. Avery. Thank yousomuch. Thank you for listening. 

The Cuatrman. The committee will adjourn until 10 o’clock in the 
morning. 

(Whereupon, at 12: 15 p. m. the committee was recessed, to reconvene 
at 10 a. m. Tuesday, March 26, 1957.) 
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RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


TUESDAY, MARCH 2, 1957 


Hovuss or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Oren Harris (chairman) pre- 
siding. 

The Cuatrman. The committee will come to order. 

In continuing the hearings on H. R. 4353 and other bills to amend 
the Railroad Retirement Act, the Railroad Retirement Tax Act, and 
the Railroad Unemployment Insurance Act, we have this morning as 
our first witness Mr. Gerald D. Finney, general attorney, law depart- 
ment, Association of American Railroads; Mr. J. Elmer Monroe, vice 
president and director, bureau of railway economics, Association of 
American Railroads, and Mr. Leonard J. Calhoun, consultant, Asso- 
ciation of American Railroads. 


STATEMENTS OF GERALD D. FINNEY, GENERAL ATTORNEY, LAW 
DEPARTMENT; J. ELMER MONROE, VICE PRESIDENT AND DIREC- 
TOR, BUREAU OF RAILWAY ECONOMICS; AND LEONARD J. CAL- 


HOUN, CONSULTANT, ASSOCIATION OF AMERICAN RAILROADS, 
WASHINGTON, D. C. 


Mr. Finney. Mr. Chairman, if it is all right with you, I will have 
on my left, Mr. Monroe, and on my right, Mr. Calhoun, who will be 
later witnesses. 

They are here beside me because it may be that the committee may 
wish to interrogate me and I will not be able to answer the questions, 
and I think perhaps they might be of help to the committee. 

The CHatrman. But as I understand, Mr. Finney, they also have 
statements that they will make? 

Mr. Frxney. Yes, sir 

The CHatrman. F showing your statement. 

Mr. Finney. Yes, sir. 

The CHatrMan. Very well, you may proceed. 

Mr. Finney. My name is Gerald D. Finney and I appear here for 
the Association of American Railroads of which I am general attor- 
ney. The association is a voluntary association of railroads including 
in its membership railroads operating over 95 percent of the railroad 
mileage and having operating revenues of approximately 95 percent of 
the total operating revenues ‘of all roalroads in the United States. 
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The notice of hearings, dated March 4, 1957, stated that these public 
hearings would be held on H. R. 4353 and all other pending bills to 
amend the Railroad Retirement Act. In our view H. R. 4353 and 
identical measures are obviously the most important of those bills 
before you which liberalize benefits and my testimony and much of the 
testimony of the railroad witnesses who will follow me will be directed 
to H. R. 4353. In addition one of the railroad witnesses will discuss 
in detail H. R. 6016 and its companion bill H. R. 6040 which propose 
needed amendments to the Unemployment Insurance Act. 

Before discussing H. R. 4353 I should like to make one comment on 
the other liber: alizing measures. Most, if not all, of the bills before 
you other than H. R. 4353 and identical bills would in one way or 
another liberalize the present benefit provisions of the Railroad Retire- 
ment Act. However, these bills would not provide any additional 
revenues to pay for the costs of such liberalizing amendments. <Ac- 
cordingly, the railroads are opposed to their enactment. 

Coming now to H. R. 4353, which has the support of all of the 

standard railway-labor organizations. Frankly, we find ourselves con- 

fronted with what we consider a most unusual proposition. It will be 
recalled that in the 84th Congress the labor organizations supported 
H. R. 4853, which had three major provisions. That bill would have 
provided in general a 15 percent increase in benefits paid under the 
retirement system; it would have provided a 2 percent increase in re- 
tirement taxes with 1 percent being paid by employees and 1 percent 
being paid by employers; and it w sould have excluded from gross in- 
come for income-tax purposes the employee taxes paid for railroad- 
retirement purposes. The railroads opposed that bill in hearings be- 
fore this committee. 

H. R. 9065 in the form introduced was not passed, but an amended 
mens ites Mee 10 percent increase in benefits but without any 

tax provision to pay for such benefits and without provision for exc lu- 
sion from gross income was enacted into law. 

Notwithstanding the fact that the railroads ¢ onsidered the new 
law providing a 10 percent increase in benefits to be unwise, they de- 
cided that in the event the labor organizi itions sponsored a bill in the 
85th Congress which would pay the $83 million calculated by the actu- 
aries of the Railroad Retirement Board as necess: ary to pay the cost of 
the 10 percent increase in benefits, the carriers would not oppose such a 
measure. And, if that were all that H. R. 4353 provided the railroads 
weaee Sevirre pate aeecerinante Shea. 

However, H. R. 4353 in the form before you is a far cry from a 
bill aimed at aie financing the 10 percent increase in benfits pro- 
vided for in last vear’s law. 

With respect to the railroad retirement system, the pending bill 
would provide a 10 percent increase in retirement benefits over and 
above the 10 percent granted last year; it would provide an increase in 
the taxable compensation base from $350 to $400 a month and an in- 
crease in the rate of tax from 614 percent to 9 percent each for em- 
ployees and employers, and thus r nine retitonend taxes paid by the rail- 
roads by $186 million a year. 

In regard to the unemployment system, H. R. 4353 would provide 
increased and extended unemployment and sickness benefits for rail- 
road employees: it would fix the practical minimum weekly benefit 
at a level above the maximum weekly benefit under all but four State 
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systems; it would permit individual beneficiaries to draw for a single 
period of unemployment about $12,000 more in benefits than can be 
drawn under the present law; it would increase the tax base; and 
it would increase the tax rate paid by the railroads to support the 
unemployment system, thereby incre asing the railroads’ unemployment 
taxes by over $76 million a year. All in all the bill would require 
the railroads, in order to support both systems, to pay additional total 
taxes of more than $262 million a year. Because of such drastic and 
unwarranted changes in the systems, the railroads oppose H. R. 4353. 

As I have said, H. R. 4353 would greatly increase the taxes paid 
to support the railroad retirement and unemployment systems. In 
considering such tax increases, the committee, of course, will bear 
in mind that while the tax burden to support the retirement system 
falls equally upon the employers and employees, the taxes to support 
the unemploy ment system which includes sickness, accident, and ma- 
ternity are paid entirely by the railroads. 

Before continuing with H. R. 4353, it seems to me that one important 

fact should be mentioned. The group of persons for which addition- 
al benefits would be provided under the bill is a group—that is, the 
railroad worker and his family—whose social-insurance benefits are 
already much more generous than those available to the group covered 
by the social security system. Any increase in benefits to railroad 
employees would further increase the spread between the railroad 
retirement and unemployment systems which cover about 1 million 
employees and the social-security retirement and unemployment sys- 
tems covering some 50 times that many workers. 

As we have said many times to your committee, and we here say 
again, the position of the railroads with respect to repeated proposals 
to liberalize benefits under the railroad retirement and unemployment 
insurance systems is first, that the railroads are opposed to any in- 
crease in taxes to pay for such additional benefits under these systems, 
either directly through an increase in the rate of taxes or indirectly 
through an increase in the taxable compensation base; and second, 
that the railroads believe that their unemployment-insurance system 
should be maintained on a comparable level with similar Federal-State 
systems. 

As has been stated by others, H. R. 4353 would amend the Railroad 
Retirement Act, the Railroad Retirement Tax Act and the Railroad 
Unemployment Insurance Act. It would bring about fundamental 
changes in both the retirement and unemployment insurance systems, 
including the taxes to support those systems. In order to avoid con- 
fusion, I believe it would be better to treat each system separately and 
I shall, for that reason, first discuss certain of the effects of the bill 
on the retirement system. 

The railroads now pay 614 percent of their taxable payroll in sup- 
a of their retirement. sy ate m. The taxable payroll is limited to 

$350 monthly earnings of any railroad employee. Under the ae the 
railroads would immediately be called wpon to pay a rate of 714 per 
ao However, this increased rate would not be applied against the 

350 monthly earnings of their employees but would be on an increased 
tax base of $400 per month per employee. This immediate increase, 
according to the Railroad Retirement Board’s actuaries would on a 
level basis over the years amount to $100 million annually. Of course 
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the railroad employees’ taxes would be increased by the same amount, 
But this is not the complete story. 

Under the rather complicated provisions of section 201 of H. R, 
4353, the railroads would be subjected to a tax rate of 814 percent on 
the $400 a month base beginning in 1970 and then in 1975 the railroads’ 
tax rate would go up to 9 percent on the $400 base. In other words, 
the bill proposes an increase from a tax rate of 614 percent on a $350 
earnings base to a rate of 9 percent on a $400 earnings base. This 
overall increase will result in the railroads paying, after 1975, $186 
million a year more in railroad retirement taxes than they are now 
paying. 

In the view of the railroads there can be no possible justification for 
such increases in railroad payroll taxes for retirement purposes when 
the taxes they are now paying are already far greater than the taxes 
paid for the same purposes by industries covered by the general social- 
security system. As I have said, the railroad tax rate is now 64 
percent. The tax rate currently paid by other industry is only 214 
percent and at its maximum, to be reached in 1957, will be only 4% 
percent, and it must be remembered that that 414 percent will not be 
on a $400 a month tax base, but will be on a $350 base. 

Of special importance is the fact that at the present time the rail- 
roads’ competitors, such as motor trucks and airlines, are paying about 
one-third as much tax as the railroads are paying for retirement and 
survivorship benefits ; that even after their tax reaches its highest point 
they will be paying less than two-thirds the amount the tolieaie are 
now paying, and that under the proposed bill our competitors’ tax of 
4¥, percent on $350 will be only bok two-fifths of our tax of 9 percent 
on $400. 

The discriminatory nature of the tax for railroad retirement is strik- 
ingly shown by a comparison of the dollar amounts now paid and to be 
paid in the future by an employer of a railroad worker on the one hand 
and by the employer of a worker covered by social security on the other 
hand. 

The most recent figures show that the average earnings per months 
for a railroad employee are $434.76. Under the present law and assum- 
ing that such a worker earns the same monthly pay for a full year, the 
railroad employer pays retirement taxes of $262.50 annually. If that 
worker is covered by social security and earns the same pay, his em- 
ployer is only paying $94.50 a year. Under the provisions of H. R. 
4353, the railroad employer, beginning July 1, 1957, would pay $360 a 
year on that worker’s salary. If he fell under social security during 
the year beginning July 1, 1957, his employer would continue to pay 
only $94.50. When the social security tax rate reaches its maximum in 
1975, the social security employer will be required to pay $178.50 a 
year on the same worker, assuming his ps tn be still the same. How- 
ever, the railroad employer will in 1975 have to pay about 214 times 
that social security payment, or $432 a year. 

It should be borne in mind that the impact of the railroad retirement 
payroll taxes upon the railroad charges to the public is entirely out of 
line with the impact of other industries’ social security taxes upon the 
price of their products. This is due not only to the fact that the rail- 
roads pay much higher taxes, but also to the fact that in the railroad 
industry that payroll is a much larger part of gross income than in the 
case of industry generally. 
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Mr. Monroe, who will be one of the witnesses to follow me, will deal 
in some detail with the financial situation of the railroads. 

I might interject at this point to say that Mr. Monroe who, as I say, 
discusses the financial situation of the railroads, will not repeat what 
Mr. Bevan said to you yesterday. His statement will be along a differ- 
ent line. However, I would like to point out that the railroad earnings 
at the present time ‘and in recent years have been highly unsatisfactory 
despite relatively high levels of traffic. During the year 1956, the rate 
of return earned by class I railroads on their net investment was only 
3.95 percent. This unsatisfactory condition is not a recent develop- 
ment. The railroads have been very low earners for a very long time. 
Their average return on net investment for the 10-year postwar period 
1946-55 was s only about 3.75 percent. Other industries have been much 
more fortunate. During 1955, as Mr. Bevan said yesterday, according 
to figures published by the First National City Bank of New York, 
manufacturing industries earned an annual return of 15 percent on 
their net assets. 

On the same basis and also for 1955, the railroads earned an annual 
return of only 5.7 percent. Mr. Monroe will, as I have said, discuss the 
financial situation of the railroads. I merely wish to point out that 
in recent years, notwithstanding the Nation’s generally high level of 
prosperity, railroads’ earnings have been wholly inadeqaute. 

The actuaries of the Railroad Retirement Board say that as a re- 
sult of the railroad retirement tax increases in 1970 and 1975 the 
deficit in the railroad retirement fund will be reduced to some $21 
million a year. We have no quarrel with the actuaries’ computations. 
We merely wish to point out that if H. R. 4353 contained no provisions 
for an immediate increase in taxes, and only raised the taxes some 
time far in the future, for example in 1990, in an amount of perhaps 
314 or 4 percent each side, the actuaries presumably would find that 
the system, with the amendments provided in the bill, would be a 
sound system. I might add that Mr. Robert J. Myers, the actu: ry for 
the social security administration, does not agree with the Retirement 
Board’s actuary. Mr. Myers says that the ‘deficit of $21 million to 
which I have referred is understated and should be $85 or $90 million. 

It should be borne in mind, of course, that the actuaries assumed 
that the Railroad Retirement Act will not be amended between now 
and 1975. If there should be provision for further benefits without 
provision for additional taxes, the deficit indicated by the actuaries 
will inevitably be increased; and if additional taxes are provided to 
pay for such benefits the tax rate must go above the 9 percent provided 
in H. R. 4353. 

To summarize with respect to the retirement features of H. R. 4353: 
the measure would further liberalize the railroad retiremnt system 
which is already more liberal than the general social security system ; 
it would impose a 56 percent increase in the railroads’ payroll taxes 
for retirement purposes when such taxes are already much larger than 
similar taxes paid by other industries including ‘their competitors : 
and it would impose an increase in taxes at a time when the railroads 
are in no position to pay them. The railroads accordingly are of the 
view that the retirement provisions of H. R. 4353 are wholly un- 
justified. 
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Mr. Calhoun, one of the railroad witnesses who will follow me, will 
deal in some detail with the unemployment insurance provisions of 
H. R. 4353. In his statement he will also call attention to deficiencies 
which exist in the present law and suggest constructive changes to take 
care of those deficiencies. However, I should like at this time to dis- 
cuss briefly certain of the features of the amendments to the unem- 
ployment system, which, as I have said before, provides not only pay- 
ments for unemployment due to lack of work, but also payments to 
those who are out of work by reason of sickness, injury due to accident, 
and what the law terms “maternity sickness.” 

The bill would establish a new daily benefit rate schedule with such 
daily benefits running from $4.50 to $10.20 based on compensation 
earned by an employee during his “base year.” Generally speaking, 
those daily benefit rates are from 50 cents to a dollar higher than under 
the present law. Some go even higher. The bill would also amend 
the present provision of the law that states that if the daily benefit 
under the schedule is less than 50 percent of an employee’s daily rate 
of pay during his last working period, such benefit shall be increased 
to such 50 percent amount, but not to exceed $8.50. Under the bill, 
H. R. 4353, the railroad employee becomes entitled to 60 percent of 
his last daily rate of pay with a limitation of $10.20. 

The minimum hourly pay received by railroad workers is $1.70, 
or $13.60 for an 8-hour day. The application of the 60 percent pro- 
viso to which I have referred would mean that at the minimum a 
worker would be entitled to a daily unemployment benefit rate of 
$8.16. From the practical standpoint, then, the schedule is meaning- 
less insofar as it establishes daily benefit rates from $4.50 to $8. In 
this connection, I wish to point out that the weekly unemployment 
benefit rate for an employee receiving the minimum daily wage would 
be $40.80. 

An examination of a pamphlet entitled eres Provisions of 
State U nemployment Insurance Laws, November 1, 1956” issued by 
the United States Department of Labor, discloses +h in only Alaska, 
Connecticut, Michigan, and Nevada do the maximum weekly benefits 
paid under the systems of those States exceed this railroad minimum. 
In 3 of those 4 States the maximum benefit for the employee alone is 
less than $40.80 and it is only by reason of the fact that additional 
benefits are paid to unemployed workers who have dependents that in 
those States the maximum weekly benefit may go above $40.80. The 
Department of Labor pamphlet also shows that in about half the 
States the maximm weekly benefit is $30 or less. The railroad mini- 
mum weekly benefit of $40.80 would not only be paid to the worker who 
is unemployed because there is no job available. but would also be 
paid to one who is sick, disabled by reason of injury, or to a woman 
who is in the so-called maternity period. The Department of Labor 
pamphlet makes no reference to benefits for sickness, injury, or ma- 
ternity for the logical reason that, with the exception of four States, 
ao such payments are made under the State systems. California, New 

Jersey, New York, and Rhode Island do have provision for sickness 
benefits but in general the cost of such benefits is paid by the employees. 
Without doubt the railroad unemployment insurance system is al- 
ready far more generous than any State system and the proposed 
amendments in the benefits payments to which T have referred will 
bring it still further out of line when compared with State systems. 
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Perhaps the most extreme and unjustifiable provision contained in 
H. R. 4353 is that which would extend the present period over which 
a railroad worker can draw benefits and provide for the payment of 
benefits far into the future. Under the bill, an employee, dependent 
upon his length of railroad service, would be permitted to draw bene- 
fits up to 414 years beyond the termination of his last 6 months’ benefit 
period, such 6 months’ period being established under present law. 
There is absolutely no precedent in any State law for the payment of 
such extended benefits and the Board’s actuaries have indicated their 
payment would result in extremely large additional costs to the un- 
employment system. 

Lf the extended benefits provision is enacted railroad employees will 
be able to draw benefits for 5, 514 or more years at as much as $51 a 
week during the entire period. Total benefits might be $10,000, $12,000, 
$15,000 or more. It seems to us that if a man becomes unemployed and 
realizes that he can collect in unemployment benefits at least 60 percent. 
and perhaps more, of the amount that he would earn if he worked, that 
such benefits will be free of income tax, and that he can collect them 
for several years, he is not likely to be too anxious to find a job. The 
incentive to obtain work is gone. 

In considering this extended benefits provision the committee will 
bear in mind that, amoung others, those who will collect these ex- 
tended benefits will be workers who are fired for insubordination, 
drunkenness, or negligent handling of duties. Any man discharged 
for cause will collect such benefits so long as he does not go back to 
work. 

Another worker who will obtain such benefits is the man who has 
become unemployed at, let us say, age 70, because of an agreement be- 
tween his union and his railroad fixing that age as the age at which 
employees must be taken off the payroll. By reason of the : agreement 
he loses his job and is unemployed. He can, of course, obtain his rail- 
road retirement age annuity but he chooses not to do so. Instead, over 
a period of years he collects unemployment benefits all of which are 
paid for by the railroads. When his unemployment benefits are finally 
exhusted he will retire—and of course, collect his retirement annuity. 
In the meantime he has not used up any of his contributions to the 
railroad retirement fund and accordingly has not disturbed his re- 
sidual sum which is available to his survivors when he dies. 

Others will deal more fully with certain features of the present and 
proposed railroad une mployment insurance system. I merely wish to 
point, in a fragmentary way, to what we consider flaws in the labor 
organizations’ proposal. 

The taxes which the railroads pay to support the unemployment in- 
surance system are based on a sliding scale ranging from one-half of 
1 percent to 3 percent on $350 a month of employee earnings with the 
rate paid by the railroads in any particular year being dependent upon 
the amount of money in the unemployment insurance account on Sep- 
tember 30 of the preceding year. As the money in the account de- 
creases, the railroad tax increases. On September 30, 1956, there were 
$332 million in the unemployment insurance account and under the 
existing tax schedule the railroads are this year paying 2 percent on 
the taxable payroll. 

By reason of the benefit increases provided for in H. R. 4353, ii 
presumably becomes necessary to increase the ihe taxes in order 
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to pay for some part of the cost of those benefit increases. Therefore, 
the bill contains a new tax schedule which begins at 2 percent and goes 
to 4 percent of taxable payroll. The schedule not only increases the 
rate but the bill also increases the tax base so that the railroad tax 
rate no longer would apply to$350 of the employee’s monthly compen- 
sation but would apply to $400 a month. 

If we were to assume that the money in the unemployment insurance 
account on September 30 of this year would be somewhere between $300 
million and $350 million, as it was on September 30 of last year, the 

‘ailroads will be ee to pay in 1958 a tax of 314 percent on a $400 
base, or $201.2 $95,250,000 more than they will pay this year, 
However, it appears s extremely unlikely that this will be the extent of 
their additional tax burden in 1958. As of February 28 of this year 
there were only $298 million in the unemployment insurance account, 
If that figure on September 30 of this year is below $300 million, the 
railroads’ tax rate will go to 4 percent, and they will pay $230 million 
in taxes in 1958, an increase of $124 million over this year’s payments, 

I should add that under the present law, if the unemployment insur- 
ance fund falls below $300 million, the railroads next year will be re- 
quired to pay an addition one-half of 1 percent of taxable payroll or 
$2614 million more than the current year. However, $2614 million is 
a long way from an increase of $124 million as is provided in H. R. 

4353. 

Notwithstanding the increase in the tax rate and the increase in the 
tax base, the actuaries of the Railroad Retirement Board say that the 
revenues provided by the taxes the railroads are to pay will not be 
sufficient to support the unemployment system. ‘They find that the 
costs of the system will level out at about 4.22 percent of taxable pay- 
roll. 

It appears then that if the system is to pay the benefits which it 
provides, the railroads will be asked in the future to increase their 
taxes again. The committee will, of course, have in mind that indus- 
tries other than the railroads which are covered generally by the 
Federal-State systems of unemployment insurance paid an average 
tax rate of approximately 1.5 percent during fiscal 1956. The commit. 
tee will also bear in mind that the rate in all the States but 4 was paid 
on a $250 per month base. The maximum payment per outside indus- 
try employee on this basis was $3.75 per month. Under the 4 percent 
tax rate and $400 base proposed in H. R. 4353 the railroads would pay 
$16 maximum per employee or more than 4 times the amount paid by 
other industries. 

To summarize with respect to the unemployment features of H. R. 
4353: The measure would further liberalize the railroad unemploy- 
ment system which is already much more generous than the Federal- 
State systems; it would impose very substantial increases in the rail- 
roads’ payroll taxes for unemployment purposes when such taxes are 
already much greater than those of other industry ; and the railroads— 
as I said before—are in no position to pay such increased taxes. We 
are firmly of the view that you should not favorably consider the unem- 
ployment insurance amendments proposed by the measure. 

Before closing I would like to make one brief comment. The chair 
man and others have questioned Mr. Schoene and Mr. Oliver, wit- 
nesses for the labor organizations, regarding conferences or discus 
sions between management representatives and labor representatives 
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in connection with the proposals embodied in the brotherhoods’ bill. 
Mr. Oliver said that he believed that “conferences” were held “just 
about the time the legislation was proposed.” Mr. Schoene, who used 
the term “discussions,” said that they took place approximately a 
week before March 15, the date on which he testified. Perhaps the 
committee has an erroneous impression of what took place. Here is the 
story : 

The first know ledge the railroads had regarding the nature of the 
Jabor organizations’ proposed legislation in the field of retirement 
and unemployment insurance came with the introduction of H. R. 
4101 on January 30, 1957. That bill was subsequently altered and is 
now H. R. 4353. Later, an identical bill, S. 1313, was introduced on 
the Senate side. And still later, on February 28, 1957, the Senate 
committee set hearings on S. 1313 and this committee on March 4 
scheduled hearings on H. R. 4353. Up to that time the brotherhoods 
had not approac hed railroad management regarding their proposals 
for change in the retirement and unemployment systems. The House 
hearings began on Monday, March 11, and the Senate hearings on 
Tuesday, March 12. Late in the afternoon of the preceding Thursday, 
March 7, representatives of railroad management were invited to have 
lunch with representatives of railroad labor. Our representatives were 
not available for the next day, Friday, so we met on Monday, the day 
the hearings began before this committee. The sum and substance e of 
the talk duri ing ‘luncheon was that the labor organizations were going 
to support their bill and that the railroads would oppose it and further 
would support a bill of their own. Frankly, I was and am still puz- 
zled as to why the meeting took place. As I see it, it had no purpose 
except that it gave the labor representatives an opportunity to tell us 
that they were for their bill and it gave us an opportunity to say we 
were against it. 

In closing, I wish to repeat that H. R. 4353 would impose on the 
railroads additional annual taxes of more than a quarter of a billion 
dollars. The railroads total payroll tax as of now is 8% percent on 
a base of $350 a month or nearly $440 million a year. The bill would 
result in a tax of 13 percent on a $400 base or almost $750 million 
annually. The industry is in no position to assume such an additional 
burden. 

That concludes my statement, Mr. Chairman. 

The Cuarrman. Thank you very much, Mr. Finney, for your very 
forthright statement, stating the position of the railroad industry. 

Before we proceed with the questions which the committee mem- 
bers may have in mind, I should like to recognize the presence of a 
very fine, outstanding group of young men. 

I believe our distinguished colleague, and member of this committee 
from the great State of Massachusetts,’Mr. Heselton, is responsible 
for these young men visiting us this morning. 

On behalf of the committee, I wish to extend to you a very cordial 
welcome, and to give our colleague and your friend, and Member of 
Congress from the great State of Massachusetts an opportunity to 
present you to the committee. 

Mr. Hesevron. Mr. Chairman, I am very grateful for your cordial 
welcome to this group. 

There are 12 seniors from Williams College, Williamstown, Mass. ; 
10 of them specialize in government; two of them are chemistry stu- 
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dents, but also are greatly interested in government. I told them 
when they came to this room they would have an opportunity to hear 
one of the distinguished witnesses testify, to see the committee in ses- 
sion, and see how interested this audience is, and they would have some 
idea the way the legislation is prepared by committees in Congress for 
presentation to the floor for consideration by the entire House. 

I know that they are glad to have this opportunity. They have a 
very full schedule and consequently, having presented them, I want 
to thank you and all of the members, my colleagues of the committee 
here, and I think I will take them out of the room so they may keep 
their next engagement. 

The Cuarrman. Very well. We are glad to have you visit us this 
morning. You are now observing Congress really in action because 
under our system and proc edure, legislation is formulated in such 
meetings as you see here. 

Thank you very mach. And we wish you good luck while you are 
visiting in the Nation’s capital. 

Mr.Heseuton. Thank you, Mr. Chairman. 

The Cuatrman. Mr. Staggers, do you have any questions ? 

Mr. Sraccers. No, Mr. Chairman. 

The Cuatrman. Mr. Wolverton ? 

Mr. Wotverton. No, Mr. Chairman. 

The Cuarrman. Mr. Jarman? 

Mr. JARMAN. One question, Mr. Chairman. 

Mr. Finney, you made reference at the conclusion of your statement 
to the railroads’ own position on H. R. 4353, and reference to the rail- 
roads supporting a bill of their own. 

Mr. Finney. Yes, sir. 

Mr. Jarman. Is the subject matter of that bill to be in this same 
general field of legislation ? 

Mr. Finney. Yes, sir, Mr. Jarman. Mr. Calhoun, who will be one 
of the witnesses who will follow me, will go through H. R. 6016 in 
detail, explaining why we favor that legislation to amend the Railroad 
Unemployment Insurance Act and will deal with what we consider 
flaws and deficiencies in the present act. 

Mr. Jarman. That bill does not deal with retirement benefits. 

Mr. Finney. No, sir; it does not. 

Mr. Jarman. Just one other question. From your testimony, am I 
correct in understanding then that you are opposed to H. R. 4353 in 
toto, or are there any parts of the bill that you favor ? 

Mr. Finney. We are opposed to the bill in its entirety. 

Mr. Jarman. That is all, Mr. Chairman. Thank you. 

The CHatrman. Mr. Hale? 

Mr. Hare. No questions. 

The Cuarrman. Mr. O’Brien? 

Mr. O’Brren. No questions at the moment. 

The CHatrman. Mr. Beamer? 

Mr. Bramer. I would like to ask one question, Mr. Chairman 

Mr. Finney, on pages 5 and 6, you made reference very briefly to 
contributions that are being made to the railroad retirement system, 
under the present system, and under the new bill and then compared 
that with the social-security contributions at the present time and 
projected that into the future. 

Mr. Finney. Yes, sir. 
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Mr. Beamer. I am wondering if you have any figures or facts or 
information, to give us which w ill give comparative benefits of the two 
systems—I mean at the prese and the projection of the new 
bill, and the projection into the future of social security. 

Mr. Finney. I have never seen any projected benefits insofar as 
social security is concerned. 

I can tell you what the maximum benefits would be in the future. 
The maximum benefits in the future for a social-security worker under 
the present law would be $108.50. 

The maximum in the future that railroad employees can receive is 
not capable of being calculated precisely, because the railroad worker’s 
benefit is based on his years of service. 

I have a sheet here prepared by the Director of Research of the Rail- 
road Retirement Board in which he figures the maximum benefit in 
the future under the Railroad Retirement Act to be $ $260.30. I do not 
know exactly how he calculated that. It would be, I ‘would s say, a sum 
based on probably 30 years of ne more than 30. Tn any 
event, I would not think that $260 would be the maximum. We may 
have a railroad worker who works 40 years, or one who works as long 
as 50 years in service, and of course in the future he will be credited 
with all of that service. 

At the present time, the maximum social-security benefit is $108.50 
and the maximum for the railroad worker is $184.30, but you under- 
stand, however, that the railroad maximum goes up each year, while 
the social-security maximum stays as it is forever. 

Mr. Beamer. That isall, Mr. Chairman. 

The Cuarrmman. Mr. Dingell ? 

Mr. Drnceti. No questions, Mr. Chairman. 

The CuarrmMan. Mr. Carrigg ? 

Mr. Carricc. No questions. 

The Cuarrman. Mr. Loser? 

Mr. Loser. Mr. Finney, I take it that you are familiar with what has 
been referred to here as a companion bill that is now pending before 
the Ways and Means Committee which provides that the contributions 
of the railroad workers shall be allowed as a deduction in income taxes. 

Mr. Finney. I think you mean, do you not, Mr. Loser, excluded 
from income taxes, rather than a deduction ? 

Mr. Loser. Well, in either event. 

Mr. Finney. I think they are taken right out of the top. 

Mr. Loser. Taken right off at the top ? 

Mr. Finney. Yes, sir. 

Mr. Loser. Could you tell us—I believe you stated that the average 
railroad worker’s salary is $434.75 a month. 

Mr. Finney. Yes, sir; that isthe average. 

Mr. Loser. Could you tell us what would be the benefit to the rail- 
road worker by way of deduction from income taxes, that the passage 
of that bill would permit ? 

Mr. Frxney. Mr. Loser, I have not figured that out precisely my- 
self. I heard Mr. Schoene say the other day—either Mr. Schoene or 
Mr. Oliver—in testifying before this committee, that the savings would 
be approximately the same as the additional taxes that this retirement 
bill before this committee would impose on that same worker. I have 
not figured it out precisely. 
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Mr. Losrr. That is that the additional taxes imposed under this 
pending bill, and the savings in income taxes or deduction allowances 
would be approximately the same ? 

Mr. Finney. The same. That is the way I understood his testi- 
mony. 

Mr. Loser. And what is the increase for the railroad workers under 
this bill ? 

Mr. Finney. On the average salary ? 

Mr. Loser. Yes. 

Mr. Finney. Well, he would pay—he now pays $21.88. That is 
the maximum, because that is on a $350 basis, and 614 percent on $350 
is $21.88. And under H. R. 4353 he would pay 714 percent on $400, 
which would be $30. He would pay about $8 a month more—$8 and 
something a month more in retirement taxes. 

Mr. Loser. So the saving under the bill now pending before the 
Ways and Means Committee, if passed, would be in the neighborhood 
of $8.50 a month ¢ 

Mr. Finney. As I understood Mr. Schoene; yes, sir. 

Mr. Loser. Thank you, Mr. Chairman. 

Mr. Wotverton. Will the gentleman yield ? 

Mr. Loser. Yes, sir. 

Mr. Wo tverton. In order to discuss one further question in line 
with the question that you have already inquired into: In your pre- 
pared statement, Mr. Finney, you have said: 

Allin all the bill would require the railroads, in order to support both systems, 
to pay additional total taxes of more than $262 million a year. 

Mr. Finney. Yes, sir. 

Mr. Wotverron. Does that take into consideration any tax deduc- 
tions ? 

Mr. Finney. Not at all, Mr. Wolverton. That is just the outlay 
under the provisions of this bill. 

Mr. Wotvertron. And generally speaking, what would be the deduc- 
tions that they would get, a correct figure that the railroad would 
have to pay ? 

Mr. Finney. You are assuming, of course, that the income tax re- 
mains the same in the future as it is now ¢ 

Mr. Wotverton. Yes, sir; we would have to assume that. 

Mr. Finney. $262 million. My understanding is that on average 
the railroads paid in taxes over the past 2 or 3 years somewhere in the 
neighborhood of about 31 percent, Mr. Monroe tells me. 

Mr. Wotverton. Of course, that same answer would apply to the 
statement that you made in the closing paragraph of your statement? 

Mr. Finney. Oh, yes, sir. 

Mr. Wotverton. A deduction of one-third 

Mr. Finney. A deduction of about one-third. 

Mr. Wotverton. Yes, sir. 

Mr. Finney. Assuming that the income-tax structure remains the 
same, al] that I am saying is that this bill will cost us some quarter 
of a billion dollars. 

Mr. Wotverton. Of course, if the taxes go down, it will be less 
against the railroads. 

Mr. Finney. If the tax rates go down, it will be less ? 

Mr. Wotverton. Yes. 

The Cuatrman. Mr. Avery? 
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Mr. Avery. Mr. Finney, you made some reference to the retirement 
system of your competitors. Do they, to your knowledge, all use the 
OASI as their retirement system, or do some of your competitors 
have a system of their own ? 

Mr. Finney. To the best of my knowledge they come under the old- 
age and survivors insurance system. I think they all do. 

Mr. Avery. Then you made some reference also to industry, the re- 
tirement plans of other industries. 

I made quite an effort here during these hearings to get some com- 
parisons of the retirement of other industries that do not use the 
OASI. - Are you familiar with any of those? 

Mr. Finney. No, sir; I am not. I assumed that all industry—let 
me put it this way—generally speaking, all industry other than the 
railroads is covered by the OAST 

Mr. Avery. Generally speaking ? 

Mr. Finney. Yes, sir; I know of no industry which is not covered. 

Mr. Avery. All right. That is more information than I have had 
up to now on this subject here. 

I was under the distinct impression that there were some retirement 
systems set up in various situations, such as the coal industry, which 
were not based on OASI—but I am again speculating—but we will go 
on from there. 

There is a further definition that I want to ask you about. You said 
in your statement that the net rate of return by the class I railroads 
on their investment was 3.95 percent, and comparing that to industry, 
the earnings were 15 percent on their net assets. Now, what is the 
distinction between net assets and net investments ? 

Mr. Finney. Mr. Monroe can answer that. 

Mr. Monrorz. The National Bank of New York recently published 
figures showing the rate of return on net assets from a certain number 
of industries. The basis that they used was termed “net assets” or net 
working capital represents the capital stock plus the corporate invest- 
ment. It is a different kind of calculation than Mr. Finney used. 
That was in order to have the comparable basis. 

The manufacturing industry generally earned a rate of 15 percent 
on net assets and the railroads earned about 5.7 percent on the capital 
stock or 3.95 percent on capital used in transportation service. 

Mr. Fryney. That figure comes from the report of the Interstate 
Commerce Commission. That is the one we usually use. But in order 
to make a comparison I used the figure that Mr. Bevan used yesterday, 
that is, 15 percent for other industries and 5 percent for the rail- 
roads. 

Mr. Avery. But you did not use that in your statement. That is 
what brought out my question. You used the term “net investment,’ 
unless I missed it, you did not use the term “net investments” with 
reference to the railroads, but only net investment. You say that that 
is about 5 percent. 

Mr. Monroe. 5.7 percent. 

Mr. Finney. Well, that is substantially different, that figure is 3.95 
percent. If you will look at the top of page 7 of my statement, Mr. 
Avery, I believe you will see where I made that comparison. 

Mr. Avery. You did, and I stand corrected. 

Now, will you tell me again—you have probably already stated it, 
but I did not quite understand it. Net investment does not include 
capital stock ? 
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Mr. Monror. Net investment, Mr. Avery, represents the actual dollar 
investment in the tr ansportation. facilities used in transportation serv- 
ice; it represents the investment in rolling stock and rights-of-way and 
everything that is utilized in the transportation service. That is the 
figure used by the Interstate Commerce Commission to determine the 

rate of return for rate making purposes. 

Mr. Avery. Then, there is no distinction between them ? 

Mr. Monror. The net comes into the picture because it is the invest- 
ment less depreciation charges. 

Mr. Avery. All right. I see. Thank you very much. That is all, 
Mr. Chairman. 

The Cuarrman. Mr. O’Brien? 

Mr. O’Brien. No questions. 

The Crarrmay. Mr. Alger? 

Mr. Arerr. No questions. 

The Cuatrman. Dr. Neal? 

Mr. Nea. No questions. 

The Cuatrman. Well, Mr. Finney, I want to thank you very much 
for the statement you have made. Thad one or two questions that I 
did want to ask. 

Mr. Finney, I assume that Mr. Monroe will probably discuss this, 
and I do not want to unnecessarily delay the hearings, but this is the 
first information that we have had in the committee about the obliga- 
tions of the railroad industry after taxpayments have been made. 

Now, I understand that the total income-tax payments of the rail- 
road industry amount to 31 percent. 

Mr. Finney. On average; yes, sir. 

The CHamman. I had the impression that we had an overall tax 
of 52 percent on corporations. 

Mr. Finney. Well, of course, some railroads do pay the 52 percent, 
Mr. Harris; and others do not pay anything. Iam only giving you the 
figure that has been given to me by Mr. Monroe as the average paid by 
the industry, I think, for class I railroads, rather than the entire rail- 
road industry. 

Mr. Harr. Will the gentleman yield / 

The CHarrman. Yes, I will vield. 

Mr. Hate. You mean that the average of 31 percent of the income 
goes to taxes # 

Mr. Finney. No, sir; I mean that the average income tax figure is 
31 percent for all railroads. 

The Cuarrman. I think that a very important question has been 
raised here. and the next question that I would have would be: Are 
the taxes greater or smaller on the railroads serving perhaps the less 
populated areas of the country than they are on the larger railroads 
serving the highly populated areas ? 

Mr. Fryney. Dollarwise, Mr. Chairman, they would of course each 
pay the same amount in retirement taxes. Their individual circum- 
stances, I take it, would dictate whether they were hurt more or hurt 
less, depending upon whether they had income on which to pay the 
52 percent or whether they had no income. 

Some little railroads make a lot of money. Some big railroads do 
not make any money. You heard Mr. Bevan yesterday tell about the 
financial situation of the Pennsylavnia Railroad. 

The Cuarrman. And some of us were very much interested in it, 
too, and I do not want to take the time to go into it, but some of us 
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have wondered if the class I railroads generally do not have a higher 
rate of return than the Pennsylvania has, according to the charts shown 
here yesterday. I do not want to take the time to go into it now. 

But the question that I raise here, which I would like to be in- 
formed on is this: Is it not a fact that we have individual railroads 
that will have a sufficient income that their taxes will be at the maxi- 
mum rate of 52 percent? 

Mr. Finney. Yes, sir. 

The Cuarrman. And others will have an income such that their 
taxes will be nothing. 

Mr. Finney. Yes, sir. 

The Cuatrman. Then, the burden here upon the railroads that have 
no taxable income would be much greater than it would be on the rail- 
roads that have income sufficient to require them to pay 52 percent. 

Mr. Finney. Yes, sir; of course. 

The Cuamman. Now, is there any way that we can get a breakdown 
of this to show how the various railroads throughout the country are 
affected by it? : 

Mr. Finney. I think that perhaps we could try to get together a 
list of the individual railroads and determine what their income taxes 
were, as paid last year. 

The Cuatrman. I have not had time to look all of the way through 
this. Would that information be available in this annual report of 
the Railroad Retirement Board ? 

Mr. Finney. I am almost certain that it would not. It would not 
be available in the report of the Interstate Commerce Commission. 

Mr. Monror. The annual report of the Interstate Commerce Com- 
mission, Mr. Chairman, would show the net income of the carriers and 
the Federal income taxes paid. 

The Cuarrman. Of the individual roads? 

Mr. Monroe. Of the individual roads. But, of course, they have 
only usually the annual report for 1955, I am speaking of the annual 
report—the SO-C¢ alled blue book—not the annual report to the Con- 
gress. They do not show that in the annual report to the Congress. 

Mr. Finney. It could be found in the individual report that the rail- 
roads make to the Interstate Commerce Commission. 

The Cuatrman. Well, I think that would be helpful information if 
we could get it, because I think it is important to see how it affects 
the railroads in the various areas. 

Mr. Finney. Mr. Monroe says that he will have his men in the 
Bureau undertake to see what can be developed. 

The Cuarrman. If you would do that and present it to the com- 
mittee for the record, we would appreciate it. 

(The statement is as follows :) 











ICAN RATLROADS, 
LAW DEPARTMENT, 
Washington, D. C., April 1, 1957. 


ASSOCIATION OF AMER 


Hon. OREN HArRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Harris: When I had the privilege of appearing before your com- 
mittee on March 26 to discuss proposed amendments to the Railroad Retirement 
and Unemployment Insurance Acts, particularly H. R. 4353, you asked if the 
committee could be informed as to the relationship of Federal income taxes 
to the net income of the individual carriers. 
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The Interstate Commerce Commission publishes each month a statement des- 
ignated as ““M-125,” the second page of which shows for each railroad of class 
I, and for the regions as a whole, data relating to net income and Federal in- 
come taxes accrued. Based on that publication, issue dated December 1956, 
I, and for the regions as a whole, data relating to net income and Federal in- 
come taxes accrued for 1956 in relation to the net income reported for that 
same year. 

I should point out that the net income of the railroads as reported to the 
ICC is, among other things, after normal depreciation charges whereas under 
regulations prescribed by the Internal Revenue Service it is after allowances for 
accelerated amortization of defense projects. The net income of the railroads 
reportable to the Internal Revenue Service is not available. However, the at- 
tached statement will indicate that, as I testified, Federal income taxes, for 1956, 
on the average, consumed 31 percent of the net income of the class I railroads 
as reported to the ICC. That ratio varies for the individual roads. 

Yours very truly, 
GERALD D. FINNeEY. 


Percent Federal income tawes of net income reported to Interstate Commerce 
Commission, calendar year 1956 


Percent Fed- 
eral income 

















Federal Net income tax of net 

Region and road Net income income before income be- 

taxes Federal fore Federal 

income tax income tax 

as reported 

| to ICC 
iaiinctetcatipicaacntiae cael | -| <accbas 
United States, total : Siaahi $873, 935, 897 | $393, 368,957 | $1, 267, 304, 854 | 31.0 
Eastern district, total - -- a..-.}| 212, 935, 371 66, 759, 465 279, 694, 836 | 23.9 
Eastern district, including Pocahontas | | 

region, total___- ck se 340, 266, 653 150, 242, 422 | 490, 509, 075 | 30.6 
New England region, total ; 4, 221, 669 1, 099, 584 5, 321, 253 | 20.7 
Raneor & Aroostedk...................-. 1, 528, 32 + 155, 910 | 1, 684, 234 | 9.3 
on ee 7 741, 225 1 403, 267 | i eee 
Canadian Pacific Lines in Maine.._..-~--_|-- ; | 
Coe WONMIONEG. noe o cc ona w sec cemeteue 1128, 424 1 128, 424 |_- teccall 
pe ee EE OTE 1, 367, 412 1, 113, 225 | 2, 480, 637 | 44.9 
New York Connecting-.-__.._....---..-.--- | 11, 388 41,126 39, 738 | 103.5 
New York, New Haven & Hartford. | ~ 704 192, 590 454, 294 | 42.4 
Rutland.......... —elanmaicene | 452, 816 i 452, 816 | ae 
Great Lakes region, total -__- nei en 567, 988 30, 075, 143 128, 643, 131 | 23.4 
Ann Arbor... fiddle teidse dis; 633, 068 237, 539 | 870, 607 | 27.3 
Delaware & Hudson.-..........--.---- 9, 066, 060 5, 130, 000 | 14, 196, 060 36.1 
Delaware, Lackawanna & Western_.._-- 5, 081, 520 1 2, 456, 424 | 2, 625, 096 tile 
Detroit & Toledo Shore Line. eee 855, 462 739, 068 | 1, 594, 530 46.4 
Erie. ; | 8, 170, 509 778, 102 | 8, 948, 611 8.7 
Grand Trunk Western__. } 165,273,629 : 1 §, 273, 629 <a 
Lehigh & Hudson River_. iio 205, 695 251, 618 457, 313 | 55.0 

Lehigh & New England__--- Z 2, 438, 107 2, 438, 107 | 4 

Lehigh Valley. es 4, 213, 439 1100, 000 | 4, 113, 439 | 

Monongahela- -- ; 332, 262 1 82, 081 | 250, 181 | : 
New York Central & 39, 104, 259 1, 189, 097 | 40, 293, 356 | 3.0 
New York, Chicago & St. Louis_-_---- 16, 329, 207 14, 193, 000 30, 522, 207 | 46.5 
New York, Ontario & Western_.- sé 13, 549, 205 y a 1 3, 549, 205 | : 
New York, Susquehanna & Western_.-- 1 194, 339 1 83, 000 1 277, 339 | sia 
Pittsburgh & Lake Erie 9, 902, 131 7, 628, 570 | 17, 530, 701 43.5 
Pittsburgh & West Virginia. 698, 628 709, 007 1, 407, 635 | 50.4 
Wabash.._- ; : 10, 554, 814 1, 940, 647 | 12, 495, 461 15.5 
Central eastern region, total_---- an “110, 145, 714 35, 584, 738 145, 730, 452 | 24.4 
Akron, Canton & Youngstown-.-. ; 400, 820 327, 159 | 727, 979 44.9 
Baltimore & Ohio cae : : 30, 038, 261 4, 815, 501 34, 853, 762 | 13.8 
Bessemer & Lake Erie__- 5, 364, 928 3, 928, 883 | 9, 293, 811 42.3 
Central RR Company of New Jersey - - 1, 290, 327 572, 631 | 1, 862, 958 | 30.7 
Chicago & Eastern Ilinois_-__--- -- : 2, 633, 812 1 §22, 897 2,110, 915 | aia 
Chicago & Tllinois Midland -- baal 1, 086, 992 | 1, 101, 779 | 2, 188, 771 50.3 
Detroit, Toledo & Tronton---------- 4, 339, 943 1, 103, 810 | 5, 443, 753 | 20.3 
Elgin, Joliet & Eastern_- 4, 935, 112 4, 141, 040 | 9, 076, 152 | 45.6 
Illinois Terminal.---.---- ° 601, 340 391, 855 | 993, 195 39.5 
Litchfield & Madison _- . | 575, 459 | 586, 047 | 1, 161, 506 | 50.5 
Long Island._--- : au youl 815, 558 | J : 815, 558 aswe 


See footnotes at end of table. 
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Percent Federal income tares of net income reported to Interstate Commerce 
Commission, calendar year 1956—Continued 


Percent Fed- 

eral income 

Federal Net income tax of net 

Region and road Net income income before income be- 
taxes Federal fore Federal 

income tax income tax 

as reported 


Central eastern region—Continued 
Missouri-Illinois sie $1, 371, 178 $930, 800 
RN inciwtidintacas 948, 233 400, 000 
Pennsy lvani: 4 . 41, 545, 435 7, 245, 517 
Pennsylvania-Reading Se: ashore Lines - 1 4, 860, 392 140, 043 
Reading. eiilalanipininds 12, 112, 831 5, 461, 570 
Staten Island Rapid Transit - - : 1 1, 295, 531 |_- 1 1, 295, 531 
Western Maryland_-- pili anetnns 8, 241, 408 4, 961, , 000 13, 202, 408 


Pocahontas region, total...._..........-....--] 127, 331, 282 83, 482, 957 210, 814, 239 | 


Chesapeake & Ohio__- neki 66, 735,879 | 38,500,000 | 105, 235, 879 36.6 
Norfolk & Western 2, 486, 857 29, 375, 000 7 71, 861, 857 40.9 
Richmond, Fredericksburg & Potomac 3 828, 539 3, 224, 217 7, 052, 756 45.7 
WEMNE £25 t.dRdevancwsedccdi wee 14, 280, 007 _12, 383, 740 | 26, 663, 147 46.4 


Southern region, total 144, 551, 550. 76, 037, 068 ED 588, 618 34.5 


Alabama Great Southern. -_-...-....---- 3, 065, 503 340, 000 3, 405, 503° | 
Atlanta & Saint Andrews Bay- . 896, 909 854, 378 | 1, 751, 287 
Atlanta & West Point. Siiedas 66, 014 43 66, 057 
Atlantic Coast Line ' 11, 834, 511 1, 125, 000 12, 959, 511 
Carolina & Northwestern. - ae 225, 801 175, 750 401, 551 
Central of Georgia = 3, 170, 411 196, 495 3, 366, 906 
Charleston & Western Carolina.___- 628, 712 575, 000 1, 203, 712 
Cincinnati, New Orleans & Texas Pacific. 6, 812, 807 5, 200, 000 12, 012, 807 
Clinchfield__- : i 642, 124 | 642, 124 
Florida East Coast Ry- 1 341,060 |_.__. 1 341, 060 |- 
Georgia RR.—lessee organization__- oa aaa | 
Georgia & Florida bal 1, 043, 092 wr 1 1,043, 092 | 
Georgia Southern & Florida_... 131, 529 |... 131, 529 
Gulf, Mobile & Ohio- 4 ‘ 5, 093, 337 2, 576, 000 | 7, 669, 337 
Illinois Central_- ad 22, 470, 636 17, 336, 000 | 39, 806, 636 | 
Louisville & Nashville 25, 026, 613 15, 4£2, 030 40, 478, 64: 
Nashville, Chattanooga & St. Louis_- 2, 281, 994 1, 490, 842 | 3, 77: 

New Orleans & Northeastern i 2, 461, 225 2, 541, 000 5, 002, ¢ 
Norfolk Southern .acee 613, 787 441,995 | 1, 055, 7 
Piedmont & Northern 1, 025, 663 1, 088, 270 | 2, 113, 93: 
Savannah & Atlanta 518, 008 179, 593 697, 6 
Seaboard Air Line o 20, 145, 391 6, 700, 000 26, 845, 36 
Southern_- : 38, 871, 606 19, 039, 000 57, 910, 606 
Tennessee Central WG Kensunsan | 278, 
Western Railway of Alabama 317, 175 a3, 400, 7 
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Western district, total "389, ‘117, 694 167, 089, 467 556, 207, 

Northwestern region, total---- : 76, 412, 946 30, 824, 458 | 7, 237, 
Chicago & North Western 1 4, 725, 240 , 725, 2 
Chicago Great Western_-. | 3, 403,217 , 355, 5, 758, 217 
Chicago, Milwaukee, St. Paul & Pacific. _| 8, 485, Oid 3, 434, ¢ 
Chicago, St. Paul, Minneapolis & Omaha_} ! 3, 163, 284 2 3, 163, 28+ 
Duluth, Missabe & Iron Range | 5, 976, 386 3, 996 9, 972, ; 
Duluth, South Shore & Atlantic 631, 036 631, 036 | 
Duluth, Winnipeg & Pacific. --_- 5 196 j...- i 1 136 
Great Northern i ; 32, 239, 468 14, 117, 700 }, 357, 168 
Green Bay & Western - 249, 072 269, 524 518, 596 
Lake Superior & Ishpeming 1, 216, 273 663. 407 | , 879, 680 
Minneapolis & St. Louis 1, 774, 988 , 107, 000 2, 881, 988 
Minneapolis, St. Paul & Sault Ste. Marie _| 2, 939, 806 , 670, 000 , 609, 806 
Minneapolis, Northfield & Southern | 1, 279, O88 739, 000 2, 018, 088 
Northern Pacific a 20, 983, 445 , 892, 726 25, 876, 171 
Spokane International ais All, 445 365, 000 876, 445 
Spokane, Portland & Seattle yee 2,7 786, 287 656, 353 3, 442, 640 
Wisconsin Central ; how 1, 825, 181 43, 748 | , 8€8, 929 
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Central Western region, total 7 246, 639, 357 5, 261, 481 | 351, 890, 838 
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Atchison, Topeka & Santa Fe? 70, 213, 171 33, 836, 792 | 104, 049, 963 
Chicago, Burlington & Quincy 21, 565, 218 , 773, 200 33, 338, 418 
Chicago, Rock Island & Pacific | 15, 721, 819 3, 692, O8SO | 19, 413, 899 
Colorado & Southern é ae 1, 105, 628 852, 836 1, 958, 464 
Colorado & Wyoming aio f 580, 526 | 518, 000 1, OOR, 526 
Denver & Rio Grande Western | 12, 579, 602 | , 827, 300 21, 406, 902 
Fort Worth and Denver. ----- 636, 219 | 342, 725 978, 944 


See footnotes at end of table. 
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Percent Federal income taxes of net income reported to Interstate Commerce 
Commission, calendar year 1956—Continued 


i { Percent Fed- 
eral income 
Federal Net income tax of net 
Region and road |} Net income | income before income be- 
| | taxes Federal fore Federal 
i | income tax income tax 
as reported 
| to icc 
Central western region—Continued 
Northwestern Pacific | $688, 771 | $887, 571 $1, 576, 342 56.3 
Sacramento Northern 1 318, 780 | 1 318, 780 
Southern Pacific Co., including leased | 
lines { 40, 757, 500 2, 570, 977 43, 328, 477 5.9 
Southern Pacific Transportation Sys- 
tem 3 i 46, 461, 927 5, 895, 974 52, 357, 901 11.3 
Toledo, Peoria & Western 901, 584 900, 000 1, 801, 584 50. ( 
Union Pacific Co. & leased lines 78, 568, 845 40, 000, 000 118, 568, 845 | 33.7 
Western Pacific 3, 639, 254 1, 050, 000 4, 689, 254 22.4 
Southwestern region, total 66, 065, 391 31, 013, 528 97, 078, 919 31.9 
Kansas City Southern 6, 440, 941 6, 238, 000 12, 678, 941 49.2 
Kansas, Oklahoma & Gulf 610, 923 384, 187 995, 110 38. 6 
Louisiana & Arkansas 5, 149, 752 2, 914, 000 8, 063, 752 36.1 
Missouri-Kansas-Texas 1, 940, 207 1 18, 859 1, 921, 348 
Missouri Pacific ¢ 19, 593, 284 4, 247, 000 23, 840, 284 17.8 
St. Louis-San Francisco i 6, 848, 595 3, 622, 619 10, 471, 214 34.6 
St. Louis, San Francisco & Texas 166, 235 296, 193 462, 428 64.1 
St. Louis Southwestern 11, 079, 043 7, 873, 966 18, 953, 009 41.5 
Texas & New Orleans 5, 614, 427 3, 324, 997 8, 939, 424 37.2 
Texas & Pacific 8, 474, 004 1, 958, 000 10, 432, 004 18.8 
‘Texas Mexican 147, 980 173, 425 $21, 405 54.0 


1 Deficit or other reverse item. 

* Includes Atchison, ‘Topeka, & Santa Fe Ry.; Gulf, Colorado & Santa Fe Ry.; and Panhandle & Santa 
Fe Ry. 

Data not included in totals Includes Southern Pacific Co., Texas & New Orleans RR. Co., and leased 

lines. 

‘Effective Mar. 1, 1956, the reorganized Missouri Pacific returns include the Beaumont, Sour Lake & 
Western; International-Great Northern; New Orleans, Texas & Mexico; St. Louis, Brownsville & Mexico; 
and San Antonio, Uvalde & Gulf 


Source: Statement No. M-125 (December 1956) Bureau of Transport Economies & Statistics. ICC. 


The CHarrman. Now, you have been asked about the comparison 
of the present Railroad Retirement Act as compared with State and 
other systems. Is it true that the railroad industry has supplemental 
retirement programs for certain employees / 

Mr. Fryney. I have seen an analysis prepared in about 1950 by 
the Railroad Retirement Board that indicated that some 55 individual 
railroads had supplemental plans. 

The a AIRMAN. Well, that was in 1950 and this is 1957. 

Mr. Finney. I think, Mr. Harris, that all those 55 probably have 
been continued and there may be others in addition to the 55. 

The CuatrMan. But you are not advised as to that / 

Mr. Finney. No, sir. 

The Cuamrman. Is there any way that you can provide us with the 
information / 

Mr. Frxney. I might say this. I understand that Senator Morse 
has requested the Railroad Retirement Board to secure that informa- 

tion from the individual roads. I mean by that, each railroad has 
received a request from the Railroad Retirement Board to furnish in- 
formation regarding its supplemental plan if it does have one. 

We have no information in the association, and Mr. Schoene testi- 
fied that his organization did not have that in their organization, and 
I think perhaps for that reason, it is now being collec ted. 
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The Catan. Well, is there any reason why that information 
should not be made available ? 

Mr. Finney. No, sir. 

The Cuarrman. Of course, I am interested, naturally, in any in- 
formation that the Congress can get. These hearings have primarily 
to do with information for the members of this committee and the 
Congress. 

Mr. Finney. What I had in mind was that the Railroad Retirement 
Board certainly could provide that information to this committee as 
well as to Senator Morse’s committee. It is now being collected by 
Senator Morse. It is being collected by the Board itself, accumulated 
by it, and that information I am certain could be made available to 
this committee. 

The CuatrMan. But, so far as your organization is concerned, the 
Association of American Railroads, you do not have that information / 

Mr. Finney. No, sir. 

The CHarrmMan. Well, I do not particularly care who gets it, or 
where it comes from, but I would be interested in knowing just what 
their programs were. We have heard so much about it, particularly 
so many rumors, and maybe some facts, that I think it would be help- 
ful if we had that information together with what the cost to the rail- 
road industry is for those supplemental programs. 

Now, the Chairman of the Railroad Retirement Board is here. 

Mr. Hasermeyer. We are accumulating the information now for 
the Senate committee and will be happy to make copies of it available 
to this committee. 

The CuarrMan. As to the extent and the types of supplemental 
systems ¢ 

Mr. Hasermeyer. Yes, sir. We have circulated the railroads, re- 
questing them to give us information with regard to supplemental 
systems that they may have; who is covered; the cost of the system. 

[ think that the information that we accumulate there will be avail- 
able to your committee and we will be most happy to make it available. 

The Caarrman. Will you provide this committee with that infor- 
mation, so that we may have it for our records / 

Mr. Hanermeyer. Yes, sir 

Mr. Finney. I might say, Mr. Chairman, if that type of informa- 
tion is not exactly what you had in mind, we will undertake to develop 
whatever you desire, by circulating our organization. 

The Cratrman. Thank you very much. 

Mr. Wotverton. Mr. Chairman, will vou yield? 

The CratrmMan. Yes. 

Mr. Wotverton. Would it be possible for that information to show 
whether those supplemental agreements are voluntary or whether they 
have been entered into as a result of negotiations between the men and 
the management of the particular railroads that have such supple 
mental systems / 

Mr. Hanermeyer. I think the information we are getting will show 
that, Mr. Congressman. It is going to take a little time. We are not 
going to have this information available next week. I expect it will 
take a month or 6 weeks to assemble the data. As soon as we possibly 
can get it together, we will furnish it to the committee. 

Mr. Wo tverton. In recent months, we have learned of so-called 
fringe benefits being added as a result of agreements that have been 
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entered into between the employers and the employees, and it occurred 
to me that it would be interesting to know whether these particular 
supplemental railroad benefits—pension plans— have been the result 
of agreements between the men and the employers or whether they are 
a voluntary arrangement made by the companies on their own 
initiative. 

Mr. Hapermeyer. That was not a part of our question. It possibly 
will come in in the information we get. I hope it does. 

Mr. Wotverton. Well, it seems to me that some significance may 
be attached to the point as to whether the railroads had adopted the 
plans as a voluntary system and in addition to what the provisions of 
the law require or whether the railroads had done so as a result of 
negotiations and agreements between the men and the management. 

Mr. Hapermeyrer. One of the questions asked for a complete descrip- 
tion of the plan and I expect that in the introduction of those plans, 
it will be stated as to whether they were voluntary or whether they 
were negotiated. 

The Cuarrman. Well, Mr. Finney, from your knowledge of the 
type of programs they have, does the railroad industry itself pay the 
total cost of the supplemental pension, or is that borne by the em- 
ployees as well as the employers ? 

Mr. Finney. Well, I have heard that both types of plans exist. 
Some, as I understand it, are paid entirely by the railroads. Others 
are paid in part by the men and partly by the railroads. 

One of our eastern roads—and I am not just sure which one—as I 
understand it, has two plans: The contributory plan; that is, where the 
men contribute—and I rather assume that that plan pays more benefits 
than the second plan, which is noncontributory. 

I know at least 1 system has 2 alternative plans. 

The Cuatrman. The same individual can participate in both? 

Mr. Finney. I do not know. 

The Cuarrman. Well, I assume that all of that information will be 
included in your report. 

Mr. Hapermeyer. Yes, sir. 

The Cuarrman. If not, I should like to ask if you would get the 
information for us. 

Mr. Avery. Could I inquire, Mr. Finney, does the railroad industry 
havé an industrywide bargaining provision which provides the same 
job in Pennsylvania will pay the same wages, or same wage scale, on 
different railroads as is paid in California ? 

Mr. Finney. Frankly, I do not know, but we have a man here who 
can answer that question very quickly, Mr. Loomis. Mr. Loomis is to 
be the next witness. He is chairman of the Association of Western 
Railways, Chicago, Ill. 

Mr. Avery. Maybe I am interposing on his testimony a little bit. 





STATEMENT OF DANIEL P. LOOMIS, CHAIRMAN, THE ASSOCIATION 
OF WESTERN RAILWAYS, CHICAGO, ILL. 


Mr. Loomis. So far as the operating crafts are concerned, that is, 
train and engine service employees, the rates are standard all over the 
country with the exception of certain additional differentials that are 
paid over and above the standard rates in so-called mountain and desert 
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areas or certain divisions which grew up out of preexisting local 
conditions. 

So far as the shop crafts are concerned, the rates, I would say, are 
generally standard all over the country. 

With ony at to clerical employees and track laborers, there would be 
variations from railroad to railroad and from section to section. They 


are more or less the same employees, but there would be those varia- 
tions. 

Mr. Avery. Thank you, Mr. Chairman. 

The Cuairman. Thank you very much, Mr. Finney. Again, for the 
committee, I will say that we appreciate having this information con- 
tributed by your presentation. 

Mr. Finney. Thank you very much for permitting me to appear 
this morning. I think, Mr. Chairman, in view of the fact that it is a 
quarter after 11, I would prefer to have Mr. Loomis come forward now 
and present his statement ahead of Mr. Monroe and Mr. Calhoun. 

The Cuarrman. Mr. Loomis, we will be glad to have your state- 
ment. I believe you are chairman of the Association of Western Rail- 
ways, Chicago, Ill.? 

Mr. Loomis. Yes, sir, Mr. Chairman. 

My name is Daniel P. Loomis. I am chairman of the Association 
of Western Railways. I am appearing in opposition to H. R. 4353. 

The CHarrman. Mr. Loomis, it might be helpful to the committee if 
you could supplement your statement by giving us some additional in- 
formation as to what your association is. 

Mr. Loomis. In general, it is the class I railroads west of Chicago 
and the Mississippi River. It includes the Illinois Central, which is 
on both sides of the river. It includes the Chicago & Eastern Lllinois, 
which is partly in eastern territory, and it also includes the Wabash, 
which is, in part, in eastern territory. But, generally speaking, it is 
composed of railroads west of Chicago and the Mississippi River. 

The Cuatrrman. The members of your association also have mem- 
bership in the Association of American Railroads? 

Mr. Loomis. Generally; yes, sir. Witnesses who follow me will 
present evidence with respect to the cost of present railroad retirement 
and unemployment insurance taxes to the railroads and the additional 
cost of the proposed legislation, and I shall not attempt to deal in de- 
tail with those questions. 

There will also be presented to the committee the views of the rail- 
roads with respect to changes which should be made in the present 
provisions of the Railroad Unemployment Insurance Act and the rail- 
road position with respect to the proposed amendments to both the Re- 
tirement and Unemployment Insurance Acts. 

One of the provisions of the present Unemployment Insurance Act 
which the railroads consider to be most unfair is contained in section 
4 (a) (2), which, in effect, permits an employee to draw unemployment 
benefits when his unemployment is due to a stoppage of work be- 
cause of a strike which was called without being in violation of the 
provisions of the Railway Labor Act or in violation of the established 
rules and practices of a bona fide labor organization of which he is a 
member. Since the unemployment-insurance fund is financed wholly 
from taxes paid by the railroads, the result of the provision is that the 
railroads are required to finance, at least in part, a strike on the part 
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of their employees against themselves. This appears to the railroads 
to be a one-sided and wholly unfair provision. The Railway Labor 
Act provides for negotiation, “mediation, arbitration, and, under section 
10 of the act, for the appointment of Presidential emergency boards, 
Consider, for example, a case which has happened many times, where 
it is not settled in negotiation or mediation, the carriers agree to 
arbitrate but the labor organizations decline. An emergency board is 
appointed which makes its recommendation to the President for settle- 
ment. The railroads agree to accept the recommendation and the labor 
organization declines to ace ept the recommendation and calls a strike, 
How c can it be consistently argued that such a strike should be financed 
out of funds supported entirely by the money of the railroads? Cer- 
tainly the Congress should give due consideration to such an unfair 
statutory provision. 

I also serve as chairman of the western carriers’ conference com- 
mittee, which represents the western railroads in dealing with the rail- 
way-labor organizations in concerted movements affecting wages, 
rules, and wor rking conditions. 

Since last November 1, the American railroads have signed a series 
of agreements with railway-labor organizations representing more 
than 80 percent of the railway employees which will result in mncreased 
costs to the railroads of 1214 cents per hour effective November 1, 
1956, an additional 7 cents per hour effective November 1, 1! ow and 
a further increase of 7 cents per hour effective November 1, 1958. 
These agreements also contain an escalator provision related to the 
United States Bureau of Labor Statistics Consumer Price Index which 
provides for adjustments in accordance with the fluctuation of that 
index every 6 months during the period of the agreement, which runs 
until November 1, 1959, and thereafter unless ch: inged by subsequent 
agreement. Under the last published monthly figure for the Consumer 
Price Index the railroads w = encounter an additional cost of 3 cents 
per hour May 1 of this year. The floor under the agreements is the 
basic increases therein provided. In other words, wages cannot be 
reduced below the figure obtaining on October 31, 1956, plus the stipu- 
lated wage increases to which I have referred, but they can be adjusted 
above that figure in accordance with fluctuations in the Consumer 
Price Index. 

The minimum cost of these settlement agreements, applied to all 
class I railroad employees, based on 195! 5 employment will be an annual 
increase in round figures of $674,500,000. The additional 3-cent ad- 
justment, which now appears likely to come into force on May 1, 
1957, will add approximately $7: 5 million to this figure. 

The pattern settlement is a very expensive proposition for the rail- 
roads to undertake, but it was worked out with the thought in mind 
that both the railroad companies and the railroad employees would 
have a period of stability at least until November 1, 1959, during which 
the railroads could actually figure what their costs would be, could 
plan ahead with respect to their operating expenses and capital ex- 
penditures for needed additions and betterments, and the railroad 
employees would likewise have a period of stability wherein they could 
have fixed wage increases and also have protection against increases 
in the cost of living. 

The first agreement was executed in November 1, 1956, with the 11 
organizations representing nonoperating employees. 
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The next agreement was with the Brotherhood of Locomotive Fire- 
men and Enginemen on November 20, 1956, and on Friday, March 8, 
1957, a similar agreement was signed with the Switchmen’s Union of 
North Amerie: 

A Presidential emergency board completed hearings in the case 
involving the Brotherhood of Railroad Trainmen and filed its report 
with the President on Friday, March 15, 1957. The Board recom- 
mended a settlement to conform to the pattern agreement with other 
groups. 

Similar agreements have been signed with many other organiza- 
tions representing smaller numbers of employees, so that better than 
80 percent of the railway employees are already covered by the pattern 
settlement. 

The proposed legislation would add further very substantial bur- 
dens to operating costs of the railroads; would impair their ability 
to meet competitive conditions; would affect adversely necessary addi- 
tions, betterments and improvements in methods; and would disr upt 
the whole pattern of fixing railroad labor costs over the next 3 years 
that was envisaged when the settlement agreements were first adopted. 

I cannot state too strongly that in making these agreements the 
railroads assumed every dollar of additional cost that they thought they 
could bear over this period and that we thought we had fixed our labor 
costs over such period dependent only on fluctuation in the cost of 
living. 

Of course, we did understand that we had to deal with some sort of 
proposition which would cover the amendments to the Railroad Re- 
tirement Act made last year providing for increases in benefits, but 
we did not anticipate any such increase in costs as is contained in the 
proposed legislation now before this committee. 

In making these agreements I think it is fair to say that we assumed 
that business would remain sufficiently good during the period of the 
agreements to enable us to meet the very heavy impact of the in- 
creases in wages, but we thought that a period of stability in railroad 
costs and an opportunity to plan and fix rates accordingly, was worth 
taking that chance. 

I cannot put it too strongly that"in making these agreements we 
thought we were taking the risk of paying out in labor costs every 
dollar that the railroads could possibly afford and we simply cannot 
stand a further increase over and above the amount necessary to pay 
the costs of the benefits enacted by the Congress last year and made 
effective July 1, 1956. Therefore, and also for the reasons stated by 
other witnesses in their presentation to the committee, we respectfully 
urge that the committee confine its consideration of H. R. 4353 to pro- 
Vv iding funds only to cover the additional benefits under the Railroad 
Retirement Act enacted by the Congress in 1956. 

I would also urge that the committee give very careful consideration 
to the proposals to be discussed by Mr. Calhoun with respect to amend- 
ments to the Railroad Unemployment Insurance Act. 

Now I would like to comment on the testimony presented by Mr. 
Oliver with respect to unemployment. 

There would appear to be an indication in his testimony that the 
railroads could profit in some way by hiring new employees instead 
of older employees furloughed at some other point. That is not the 
fact. and I do not think Mr. Oliver intended to create that impression. 
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Under practically all labor contracts in the railroad industry the 
rates of pay are fixed for the job and the employee filling the job 
receives that rate whether he has 6 months’ service or 20 years’ service, 
A machinist, for example, receives the machinist’s rate whether he 
has 1 year’s seniority or 30 years. 

There is, therefore, no monetary incentive for a railroad to hire a 
new man. 

And I should say this, to avoid any misunderstanding: that it 
should be said that labor contracts generally prevailing in the railroad 
industry—under those contracts a carrier has no option whether to 
reemploy within his seniority district a person who has previously 
worked for that railroad, except in cases where that person has re- 
signed or been fired for cause. Generally speaking, an employee who 
is out of employment becomes a furloughed employee, and if any 
vacancy arises which his seniority would entitle him to fill, he must 
be notified by the carrier and has an absolute right to return to work 
and fill the position available. If he chooses not to return within 
whatever stated period of time may be provided in the contracts, then 
he does lose his furlough status and is eliminated from the seniority 
roster. But the option is that of the employee and not of the carrier. 

It is true that there are problems in connection with placing em- 
ployees. One is seniority. The railroad industry under its labor 
contracts generally operates on a strict, seniority basis. Seniority 
is generally confined to a point or district. If an employee is fur- 
loughed at point A or district A, he would have no rights at point B 
and if he took a job at point B he would start as a new employee at the 
bottom of the seniority list. Even though he might have had 15 
years’ service at point A he would be junior to a man with 3 months’ 
service at point B. The railroad unions have been very reluctant to 
change the contract provisions or to give such an employee any credit 
for his prior seniority at another point even on the same railroad 
and even when an entire shop, roundhouse or other facility is being 
closed. 

Just to give an example, a few years ago we proposed to one of the 
labor organizations that we give journeymen mechanics a seniority 
date as a helper so that if a man were displaced as a mechanic he could 
exercise employment rights as a helper. I think the particular organi- 
zation wanted to adopt the proposal but, because of the views of affili- 
ated organizations, they rejected it. Asa result the mechanics did not 
get flow-back rights to work as a helper if displaced as a mechanic. 

There was another feature in that discussion ; that where helpers are 
upgraded to mechanics—and generally you cannot upgrade a helper 
to a mechanic; helpers do not serve the full 4-year apprenticeship, but 
where there is a shortage of mechanics an apprentice is not qualified. 
Under most contracts you can upgrade helpers. After he has worked 
as a mechanic for 4 years, the same as an apprenticeship would be, he is 
entitled to take a seniority date asa mechanic. But under the agree- 
ments he has to make his choice whether to give up his helper’s 
seniority and take a seniority date as a mechanic, or to keep his 
helper’s seniority date, which naturally would be old, and not take 
a seniority date as a mechanic. If he chooses to retain his seniority 
as a helper, he, of course, can be bumped as a mechanic at any 
time. 
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On the other hand, if he chooses to take the seniority date as a 
mechanic and is bumped off in a reduction of force, he could not go 
back to work as a helper, because he had been forced to give up his 
seniority. 

Another example: In 1954, the Pullman Co. was perfectly willing to 
transfer the men to another of their shops and to dovetail their 
seniority in with the seniority of men already employed at those 
other shops but the unions opposed any such plan and would not 
agree to give seniority back of the date when the Atlanta shop was 
closed. 

The same situation applies when a employee is furloughed on rail- 
road A and take a job on railroad B. He has to start as a new 
employee. 

If a change involves moving one’s place of residence, the furloughed 
man may not wish to move. He may not wish to cross craft lines. 

A man furloughed at San Francisco on the Southern Pacifie could 
not be used or required to fill a job on the New York Central at New 
York City unless he wants to move to New York and it would involve 
all the complications of notice, moving, et cetera. Where a man has 
to move to a new location and has to take new seniority at that point, 
he may not consider it worthwhile to take the chance that he be 
bumped there off his new job within a short time and undergo the 
expense of moving or of transferring with that risk. Plowiefodé I 
think it is true that many men would prefer to take the unemploy- 
ment insurance in the hope that there will be a pickup or an increase 
in business activity that would enable them to go back to work at the 
point where they had been displaced. 

Seasonal variations have their effect. Ore from Minnesota generally 
does not move in the winter months. The bulk of truck work in the 
North must be done in the summer months. 

It has been true that some railroads in hiring new employees may 
have age standards but many of these have been relaxed. 

Certainly it has been true in my experience in recent times that the 
Railroad Retirement Board and the railroads have been making seri- 
ous efforts to handle the problem of displaced employees. 

I do want the committee to understand some of the problems that 
are encountered in those efforts and particularly to understand that 
there is no incentive whatever to a railroad to hire a new employee in 
preference to a displaced employee and no basis in fact for any implica- 
tion in that respect. 

It should also be kept in mind that every increase in labor cost, 
whether it be in the form of an increase in wage rates, health and wel- 
fare benefits or payroll taxes forces the railroad to economize and con- 
sequently adversely affects employment opportunities. The industry 
simply does not have the money. 

That completes the statement, Mr. Chairman. 

The CuatrMan. Thank you very much, Mr. Loomis, for a very fine 
statement on this subject from the standpoint of the railroad industry. 

I wonder if we have any questions? Mr. Hale. 

Mr. Hate. I suppose the ideal railroad would operate like a guided 
missile, with no employees at all. 

Mr. Loomis. I do not think we will ever reach that point, Mr. Con- 
gressman. 
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Mr. Hatz. Can you operate very profitably unless you do reach it? 

Mr. Loomis. Well, that is certainly a problem. 

Mr. Haz. Those remarks, although facetious, I think, have a cer- 
tain amount of merit. 

Mr. Loomis. But labor costs ranging from 50 to 55 cents of the gross 
dollar of revenue do create a problem when those labor costs are sub- 
stantially increased. 

Mr. Harz. But speaking very seriously, the last sentence of your 
statement indicates the trend, that the higher you get the labor costs, 
the more you move in the direction of automation. 

Mr. Loomis. That is true. 

The Cuarrman. Your labor cost is 55 percent, approximately ? 

Mr. Loomis. Approximately. 

The Cuarrman. How does that compare with other industries? 

Mr. Loomis. Much higher. More than twice as much as the average. 
I think Mr. Monroe can give you the figures, if you desire. 

Mr. Hate. Generally speaking, the railway employee is a fairly 
skilled employee; is he not ? 

Mr. Loomis. Well, I think it would be subject to the same variations 
as any other industry. We have a large number of unskiiled em- 
ployees, a large segment of what you would commonly refer to as 
common labor, in freight houses and in track work. 

Mr. Hate. I would have thought that the percentage of skilled labor 
in the railroad industry would be higher than in most other in- 
dustries. 

Mr. Loomis. I cannot give you a figure offhand, Mr. Congressman, 
but I do not think that is true. There is a very large segment of com- 
mon labor in the railroad industry. 

Mr. Hae. I am glad to be corrected. 

The Cuatrman. Mr. Mack? 

Mr. Mack. Mr. Loomis, I was sorry to miss the first part of your 
testimony, but I appreciated hearing the balance of your statement. 

I will ask you for information, if you happen to know approxi- 
mately what the pay is for engineers on the railroads ? 

Mr. Loomis. The average ? 

Mr. Mack. Yes. 

Mr. Loomis. We can supply it. I don’t happen to have it with me. 

Mr. Mack. The pay is based on seniority as well? 

Mr. Loomis. No, not asengineers. Their right to work as engineers 
is based on seniority, but the rates are standard with the exceptions 
that I mentioned a little earlier, that there is certain mountain and 
desert territory where higher rates are paid. But generally speak- 
ing, the rates are standard throughout the United States. 

There is what you may be thinking of, a gradation in rates accord- 
ing to the size of the locomotive. But that rate is paid to the man 
whether he has 1 year seniority or 2 years’ seniority or 40 years’ 
seniority. 

Mr. Mack. What I was particularly interested in was determining 
the fields where seniority was most important. 

Mr. Loomis. Well, the general line of progression, Mr. Mack, would 
be this: that a man would start to work as a fireman, and he would 
continue with his seniority as fireman until he had seniority enough. 
He would have to qualify as an engineer during the period he was a 
fireman, and when he acquired sufficient seniority, then he would go 
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on the engineers’ roster and would be an engineer and could work 
whatever engineer’s jobs his seniority would give him. 

Mr. Mack. Once he became an engineer, if he were transferred, he 
would come in again as an engineer ? 

Mr. Loomis. You mean transferred to another district? 

Mr. Mack. Yes. My question is concerning the reemployment of dis- 
placed railroad workers. 

Mr. Loomis. Well, that is not so prevalent in the operating crafts. 
Now, an engineer who is displaced as an engineer can generally go 
back to work as the senior fireman. So that eventually it is the junior 
fireman with the least seniority that gets displaced. The operating 
crafts generally have division seniority, that is, an operating division 
or a superintendent’s district, and can work anywhere on that di- 
vision in accordance with their seniority. However, if they should go 
to another division or another seniority district, they would have to 
start as a new employee, under the agreements. 

Mr. Mack. Then your statement referred principally to the non- 
operating crafts; is that correct ? 

Mr. Loomis. That has been generally, I would say, where it has 
come into play. There have been, of course, firemen, and you have gen- 
eraly the same line of progression from the brakemen and conduc- 
tors. A man starts as a brakeman and acquires his seniority to become 
a conductor. 

But I would say that it has been more of a problem with the non- 
operating groups, because in many of those they only have seniority 
at one point. Some do have district arrangements with a fairly wide 
amount of terr itory , but many of them only ‘have senior ity at a particu- 
lar town or city or location. 

Mr. Mack. T io other day I believe when the employees were testi- 
fying, they seemed to be critical of the railroads for not reemploying 
displ: iced people. 

Mr. Loomis. That is exactly why I made the statement here. 

Mr. Mack. I was interested in determining in what area you would 
find employees who would not be willing to transfer ¢ 

Mr. Loomis. Well, I think you might find them—I do not know 
that you could pick out any ‘particular area, but in the case of a 
switchman who held seniority at New York, for instance, he might be 
reluctant to move to Cleveland, where he would have to start as a 
new man. 

Mr. Mack. You mentioned, here, that some of them have had 
perhaps 20 years’ seniority, when they went into a different railroad. 

Mr. Loomis. Or the same railroad in a new area. The general atti- 
tude so far as the railroads are concerned, is that they are willing to 
do anything with respect to seniority in employing men that they can 
get the organizations to agree to. 

Mr. rae You are saying that it is a problem of seniority? 

Mr. Loomis. I am saying that that is a big element in the problem— 
probably the biggest element in the problem. 

Mr. Mack. But there are many other elements? 

Mr. Loomis. Well, there are elements, of course, such as moving and 
what the man thinks his chances are of getting back to work at his 
own place, problems of keeping track. 

Now, I think the effort has been made particularly, at least to my 
knowledge, within the last couple of years, and I have personally seen 
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instructions put out on many railroads to superintendents and other 
officers that were there any vacancies, they dioeid first look at their 
own railroad to see whether there was anyone available, and secondly 
contact an office of the Railroad Retirement Board to see what was 
available there. 

I had a personal experience just a few weeks ago, where the elec- 
tricians were displaced on the Chicago & North Western. And I hap- 
pened to mention it to the president of the Milwaukee, and he said 
could use all the electricians that he could get, whatever their age. He 
could use them at either Chicago or Milwaukee if they were willing to 
come to work for the Milwaukee Road. And I believe a number of 

them did. 

Mr. Mack. Then you are saying this is a widespread practice among 
the railroads? 

Mr. Loomis. Oh, it is practically universal. 

Mr. Mack. And do you have any type of special committee among 
the railroads who are particularly woeheings on this problem of trying 
to relocate displaced people? 

Mr. Loomis. No. It is generally done by individual railroads and 
the particular offices of the Railroad Retirement Board in those loca- 
tions. I do not know just how you could centralize it for one-hun- 
dred-forty-odd railroads. 

Mr. Mack. The reason I thought it was important to have some kind 
of organization such as I mentioned, or committee, is that then im- 
mediately you would determine who had an excess of electricians, as 
you mentioned. 

Mr. Loomis. Oh, the Railroad Retirement Board has that informa- 
tion. 

Mr. Mack. In other words, you people go from the individual rail. 
roads right to the Railroad Retirement Board ? 

Mr. Loomis. Yes, and you see, they have unemployment offices. 

Mr. Mack. So you recognize this as a serious problem ? 

Mr. Loomis. That is correct. 

Mr. Mack. Thank you very much. 

Mr. Avery. Mr. Chairman, first I would like to have the record 
show that those of us representing the Middle West have certainly 
appreciated the consideration the Western Railways Association gave 
to the drought problem which we had out there, in originally setting 
up your reduced rates for both feed and for livestock and for a very 
timely extension, I might add, I believe on January 31. 

I think probably you are aware that that drought situation has 
changed considerably, because probably half of your rolling stock is 
tied up down in the Southwest somewhere. 

Mr. Loomis. That is right. 

Mr. Avery. Just one question. You made a rather emphatic state- 
ment, Mr. Loomis, that there would be no incentive on the part of the 

railroads to employ a new employee as far as the railroad was con- 
cerned. That would not be quite true when that carried over into the 
retirement system, though, would it? Because there is a certain 
amount of accretion on a railroad employee’s retirement pay based on 
the number of years that he had worked. So it would put a little extra 
load on that retirement fund; is that not correct ? 

Mr. Loomis. Well, it is possible that it might put an extra load on 
the retirement fund. I am not sure that it would be so, though, be- 
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cause 2 men would be collecting benefits instead of 1. I do not know 
how it would work out mathematically. 

Mr. Avery. Well, in the ultimate, I am not sure either. But I be- 
lieve Mr. Finney made the statement that there was a differential 
based on the number of years the employee had worked, as to what his 
retirement pay would be. 

Mr. Loomis. Well, that would be so. If I remember rightly, gen- 
erally, the maximum is 30 years’ service. But what I meant was that 
if 2 men each had 15 years’ service, I am not sure it would cost the sys- 
tem any more than 1 man having 30 years’ service. 

Mr. Avery. One more point “there, though, it seems to me, is the 
factor that unless the employee works for 10 years he has no railroad 
retirement benefits except the straight social security benefits. 

Mr. Loomis. He is transferred to social security. Of course, that 
is over a lifetime. 

Mr. Avery. Well, that is right. But here is a man, say, that has 
worked 9 years and was displaced. It is pretty important to him that 
he be reemployed, so that he may have whatever extra advantages there 
are in the railroad retirement system. And if he did get back on and 
worked over 1 more year so that he would have railroad retirement 
benefits, then there would be a considerably added obligation on the 
part of the fund over the employee you might hire and that you might 
not employ for 10 years. 

Mr. Loomis. I am afraid I am not sufficient of an expert to clearly 
answer your question. I am not sure what effect the transfer of money 
to the social security system would have in that balance between the 
two systems. 

Of course, you must remember, too, that the men with less than 10 
vears’ service are generally those who want to go somewhere else and 
do not try to get back into the railroad industry. 

Mr. Avery. You mean that due to retirement and other factors a 
man who has been laid off can usually get back on the railroad payroll 
enough to accumulate 10 years’ service ? 

Mr. Loomis. Yes, with his seniority rights he generally can. 

Mr. Avery. Well, as long as the actuaries for the Railroads Retire- 
ment Board and the Social Security System are not in complete agree- 
ment as to how this interchange was between the Board and OASI, I 
presume it is understandable why you and I would not have any firm 
ideas. 

That is all, Mr.Chairman. Thank you. 

The Cuatrman. Mr. Flynt? 

Mr. Frynv. Mr. Loomis, the statement that you gave to us today, I 
assume, speaks for the Association of Western Railways and toa large 
extent for the management of railroads generally ? 

Mr. Loomis. I would say it speaks for the management of railroads 
generally. 

Mr. Fiynvt. It has many similarities with other statements of man- 
agement we have heard in the past few days. The think that impresses 
me about what you have said today and your entire statement is that 
while management and financial structure of railroads generally would 
suffer if this should be enacted, the ones who would suffer most ulti- 
mately would be the employees. Is that the point that you have tried 
to get across to us? 

Mr. Loomis. That is certainly involved in it. 
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Mr. Fiynr. I notice that your position on that is completely opposed 
to the position taken by the 2 spokesmen for some 20 or more brother- 
hoods who have appeared before us. In view of the complete dissimi- 
larity between your position and the positions made and taken by the 
representatives of the brotherhoods, it would seem to me that it would 
be desirable, almost mandatory, that some conferences be held between 
management and between the brotherhoods to consideration of this 
legislation before this committee. 

Has any such effort been made to reconcile those differences ? 

Mr. Loomis. The only conference that I know of is the one that Mr, 
Finney refer red to in his statement this mor ning. 

Mr. Fiynv. For the benefit of the record, will you comment on that?! 

Mr. asteuwt Gerald Finney is my name. I testified this morning, 
Would-you prefer that I did, Mr. Flynt? 

Mr. Frynv. Yes; I would. I am sorry I did not hear your state- 
ment. 

Mr. Finney. I might go back a little bit and put it this way: Prior 
to the introduction of this legislation, we had no conferences with the 
representatives of railroad labor. We had no discussions with them. 

The Thursday before the hearings began in this committee on Mon- 
day, representatives of labor invited us to have lunch with them. We 
had lunch on the Monday the day that the hearings began here. They 
talked about their bill that was at that time before this committee, 
explained its provisions to us, and said they believed that they needed 
the legislation. We told them that we did not think they needed it, 
and that we were going to oppose H. R. 4353. 

Now, that is the extent of the conferences or discussions that were 
had. 

Mr. Frynt. Thank you, Mr. Finney, and let me ask you one more 
question along that line. Were you present at this conference ? 

Mr. Finney. I was. 

Mr. Fiynr. Did you present to the conference assembled at that 
time the same views which have been presented here today, that the 
ones who would in the ultimate end suffer most if this legislation were 
to be passed would be those employees who would be necessarily dis- 
placed because of lost business. 

Mr. Finney. I do not remember that the remark was made with 
that directness. In fact, I do not know whether there was any talk 
along that line. I assume there was some talk in that field, but I 
cannot remember just what was said. 

Primarily the discussion went about like this: The brotherhoods told 
us what their bill provides. They said that social security had been 
amended in the past year or so to provide certain changes in the social- 
security system; that they felt that they were entitled to the same 
benefits, the same changes, that social security had; that they felt 
that the 10-percent increase in benefits last year by the Congress was 
not sufficient, and that they needed additional benefits. They said 
they were asking for an additional 10 percent increase in benefits 
before this committee and before the Senate Labor Committee. 

They said they were attempting to get through their tax exclusion 
bill the House Committee on Ways and Means; that they knew they 
had to finance these additional benefits and the benefits that they 
received last year, and therefore the taxes would have to go up. They 

called attention to the situation with respect to the unemployed and 
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said that they needed an extended benefits provision which would 
give an employee benefits, as I think I said this morning, for from 11 
to 41 6 years more than the period for which they can be received today. 
In fact, they made, generally speaking, a presenti ition similar to that 
Mr. Se hoe ne made before this committee 2 or 3 days ago. 

We told them that we could not afford to pay the bill; that we 
thought they were not entitled to additional benefits; that we did 
not think the extended benefits provision was warranted, and that 
we were going to have to oppose their legislation. 

We also said that we had in mind the introduction of a bill to take 
care of some of the flaws in the present system, for example, the pay- 
ment of benefits to strikers, the payment of benefits to those who have 
been discharged for cause, and with that note the meeting ended. 

Mr. Jarman. How much representation of employees and manage- 
ment was at the meeting you referred to? I do not ask for names. 

Mr. Finney. The president of the Association of American Rail- 
roads was there and three other representatives of management. Mr. 
Schoene was there and Mr. Leighty and probably 3 or 4 presidents or 
high-ranking executives among the various crafts of the labor brother- 
hoods were present. It was a luncheon of, I would say, 10 or 11. 

Mr. weonmeag Would the gentleman yield further? 

Mr. Fiynv. I shall be glad to yield further. 

Mr. Sues An. Well, to your knowledge, was there any other similar 
meeting? Was there any other meeting other than the one you 
mention ¢ 

Mr. Finney. To my knowledge there was not, and I am almost 
certain that had there been an earlier meeting or a subsequent meeting 
I would have been informed of it. 

Mr. Jarman. Thank you. 

Mr. Fiynv. I have one more question I wanted to ask Mr. Loomis. 

Thank you, Mr. Finney, for your contribution. 

Mr. Loomis, as to this question IT am about to ask at this time, it 
was clear to me in your initial presentation earlier this morning, but 
in view of certain questions that have been asked I want to reclarify 
the i impression I gained from the statement in your testimony. 

Was it your statement a few minutes ago and is it still your statement 
that any failure to be protected by senior years of service lies not with 

railroad management but with the brotherhoods themselves? 

Mr. Loomis. I would say very largely that that is true. 

Mr. Fiynv. Is it your position that so far as seniority rights of 
employees are concerned, the railroads for whom you are speaking 
today are generally willing to accept anything reasonable that the 
brotherhoods say should be done with regard to seniority rights? 

Mr. Loomis. The answer to that as a general proposition is “Yes.” 

Mr. Fiyn'r. Then if there are any hardships worked, it is because 
of the action taken by the brotherhoods, which presumably represent 
the employees, rather than any action made or taken by the railroad 
management ¢ 

Mr. Loomis. Well, insofar as seniority is concerned, I would not say 
that all hardship came from seniority alone, but that is one of the 
principal problems. 

Mr. Fiynr. I mean hardship that is worked by reason of seniority 
rules. 
Mr. Yes. 


Loomis. 
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Mr. Fiynr. Could you give a flat statement as to this: Who deter- 
mines seniority rights among employees? Management? Or the 
brotherhoods ? 

Mr. Loomis. The brotherhoods generally. 

Mr. Fiynv. I have no more questions. 

The Cuatrman. In order that my mind may be clarified on it, is it 
not determined by the contract between the railroads and _ the 
employees ? 

Mr. Loomis. That is right. But the contracts insofar as seniorities 
are concerned are generally drawn the way the brotherhoods want 
them drawn. 

The Cuarrman. Mr. Jarman? 

Mr. JARMAN. Mr. Loomis, I would like to continue very briefly with 
just another question or two on the subject matter we were talking 
about just a moment ago as to what discussions between management 
and employees have been held. 

We were talking specifically about 4353. Could you comment on 
the general and normal practice on the introduction of major legisla- 
tive matters. 

Mr. Loomis. Well, I would not be in a position to comment with any 
authority. That does not generally fall within my function or experi- 
ence, Mr. Congressman. 

Mr. Jarman. What I had in mind: Could you, from your own 
experience, comment as to whether normally an effort is made to get 
together on discussions and comparison of ideas in advance of major 
legislation being introduced ? 

Mr. Loomis. I do not think that I could. That is generally handled 
by the Association of American Railroads. I have participated in 
discussions with respect to the C abinet Committee report. There are 
conferences at the State level at times, with respect to State legisla- 
tion. 

We have had meetings from time to time with the brotherhoods 
with respect to the competitive situation of the railroad industry and 
what can be done to improve it. Those have mostly been on a broad 
general basis rather than with respect to any particular legislation. 

I think the answer to your question really would have to be given 
by a representative of the Association of American Railroads. 

Mr. Jarman. I wonder if I might ask for a comment from Mr. 
Finney? You mentioned one meeting after the bill had been intro- 
duced. A luncheon meeting was the first and only meeting you vhs id. 
Is that in line with the usually accepted, if there be such, policy’ 

Mr. Fryney. I can only speak, Mr. Jarman, from the experience 
over the past couple of Congresses. I have only dealt with railroad 
retirement or unemployment insurance since about 1954. As I recall it, 
in the last Congress, when the proposition for the 15 percent increase 
in benefits, the 1 percent increase in tax, and the tax exclusion feature, 
was presented, some time after the legislation was introduced—and I 
assume it was at the request of the labor organizations—a meeting was 
held, which I did not attend. 

I believe perhaps Mr. Monroe was at that meeting. 

Were you there, Mr. Monroe ? 

Mr. Monroe. I was. 

Mr. Finney. Mr. Monroe was there, and he could probably tell you 
what went on better than I could. 
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If there was jockeying back and forth, for lack of a better term, it 
did not result in anything. The labor organizations vame forward as 
you know and supported as best they could their bill, and we were here 
opposing it as best we could. 

I can say certainly, though, that in last year’s Congress, and in this 
year’s Congress, there were no conferences or discussions with railroad 
management prior to the introduction of the railroad brotherhoods’ 
bills and submission to the appropriate committee. 

Now, in the past I am not sure what the situation was. I know that 
a number of years ago there was what was termed an “agreed” bill. 
I think both sides gave a little bit and came up with what they thought 
was best. That may have occurred on more than one occasion. I just 
have no personal recollection regarding it. 

Mr. Jarman. Thank you very much. 

The only point I was trying to clarify in my own mind was: How 
much effort 1s made on both sides to, if possible, arrive at a joint agree- 
ment on these major legislative proposals before they come into the 
Congress 4 

In that connection, I think my final question to Mr. Loomis would 
be: If you remember, when did you first hear, sir, of the introduction 
or plans for introduction in this session of provisions that are now in 
4353 ¢ 

Mr. Loomis. After the bill was introduced. 

Mr. Jarman. Thank you. 

The Cuarrman. Mr. O’Brien? 

Mr. O’Brien. Mr. Loomis, I would like to clarify one point that 
was raised by Mr. Flynt. You stated in your testimony that there 
might have been an indication in the testimony of Mr. Oliver that 
the railroads would profit in some way by hiring new employees in- 
stead of older ones? Well, I do not know what the indication was 
in the minds of the other committee members, but I think the figures 
were rather startling. 

Now, I think we have here a shifting to some degree of the implica- 
tion. We are left with the thought now that the seniority system is 
responsible for the whole thing. 

Mr. Looaus. I did not say it was responsible for the whole thing. I 
said it was a major problem. 

Mr. O’Brien. Yes, in large measure. But the question I wanted 
to ask: Do you not think that the seniority insisted upon by the unions 
in many instances is justified. 

For example, if you close down a large shop, we will say in West 
Albany, and all the workers from that shop converged at some place 
in Michigan, it would create a very difficult problem for people who 
were employed there in Michigan; is that not true? 

Mr. Loomis. That is certainly a part of it, and is probably one of 
the reasons why the Brotherhoods are reluctant to dovetail men in. 

Mr. O’Brien. Yes, there is some justification. 

Mr. Loomis. Although when you have consolidations or coordina- 
tions there is quite frequently an arrangement of dovetailing in senior- 
ity of the men affected. 

Mr. O’Brien. You stated—and this is my final question—that in re- 
cent times the Railroad Retirement Board and the railroads have been 
making serious efforts to handle the problem of displaced employees. 

Mr. Loomis. Yes. 
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Mr. O’Brten. That is being done now? 

Mr. Loomts. Yes. 

Mr. O’Brien. And do you not think there is room for further im- 
provement? And I am thinking specifically of hiring the younger 
man with the stronger back. 

Mr. Loomis. I think they are certainly trying to work that out. 

Mr. O’Brien. Thank you very much. 

The Cuarrman. Mr, Loser? 

Mr. Loser. It is quite a problem, of course, if there is a vacancy 
for a mechanic in Kalamazoo who has been laid off in Los Angeles. 

Mr. Loomis. That is right. 

Mr. Loser. That is the problem, rather than seniority, is it not? 

Mr. Loomis. Well, that is a problem, but where seniority comes into 
it is that even if he were willing to move to Kalamazoo as in your 
example, the one thing that would make him reluctant to move was the 
fear that he was the youngest man on the roster and he would be the 
first man to be bumped, and he might rather stay at home, take his 
unemployment insurance for a pet riod in the hope of being called back 
to the point where he had previously been employed. Because he 
retains his rights to be called back. 

Mr. Loser. Now, this rule of seniority—does it apply over the entire 
system? Or just certain divisions ? 

Mr. Loomis. Well, there is seniority over an entire system, but 
broken up into districts; that is, it may be an operating division, or it 
may bea particular point of location. 

Mr. Loser. In other words, a mechanic on a particular division of 
the Pennsylvania Railroad will have seniority on that division, but on 
some other section or division he would not have seniority ? 

Mr. Loomis. Generally speaking, in the shop crafts, they have point 
seniority, which means a particular point, city or town or location. 
And they do not have division seniority. 

The operating crafts generally do have division seniority. 

Mr. Loser. Your answer to my question, I take it, would be “yes,” 
from what you say? 

Mr. Loomts. He does not have division seniority as a general rule. 
He would be confined, say, to Altoona, if that is where he held his 
seniority. He would not have seniority over the division of which 
Altoona was a part. 

Mr. Loser. Yes. 

Mr. Loomis. But in the operating crafts, it generally is an operat- 
ing division, or a superintendent’s district. He can take any run on 
that district or division. 

Mr. Fiynt. Will you yield to me right there? 

Mr. Loser. Yes, sir. 

Mr. Fiynr. On this question, my question was directed to the an- 
swer to this primary question which underlies the whole phase of sen- 
iority as discussed by you today: that many phases of the present sen- 
jority rules are, as Mr. O’Brien just said, fully justified 2 

Mr. Loomis. Oh, I think that is true. 

Mr. Frynvr. And regardless of whether each phase of it is fully jus- 
tified or fully unjustified, they are there because of what the Brother- 
hoods want rather than what management wants? 

Mr. Loomis. That is right. 

Mr. Frynvr. And they are based upon the various contracts ? 
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Mr. Loomis. Yes. 

Mr. Frynv. I have no further questions. 

The Cuarrman. Mr. Loomis, let me again thank you on behalf of 
the committee for your presentation here this mor ning. 

The House is in session. The rollcall is just underway. That means 
that our presence is desired over on the floor of the House. 

Personally, I am very glad to have you here with us and I am sure 
I can speak for the other members of the committee in saying that we 
welcome you this morning. 

Mr. Loomis, this is not the first time that you have appeared before 
this committee on matters pending before us on behalf of the industry 
that you represent. I think it is a very helpful and hopeful sign as 
well to see you people in the industry becoming actively engaged and 
interested in these problems before you, as with all the others affecting 
the indus ae including the employees, and as it affects the general 
public, the American people. So, from that standpoint, I am very 
glad to see you as a representative of industry, and others, who are 
preside nts and vice presidents, members of the brotherhood organiza- 
tions, and so forth, come before us expressing your views on these im- 
portant problems, which I know will have great bearing on the indus- 
try itself and, therefore, the American people. 

The committee will adjourn until 10 o’clock in the morning, at 
which time we will expect to have with us Mr. Leonard J. Calhoun 
and Mr. J. Elmer Monroe. 


(Whereupon, at 12:15 p. m., the hearing was adjourned until 10 
a.m., Wednesday, March 27, 1957.) 
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RAILROAD RETIREMENT AND RAILROAD UNEMPLOY- 
MENT INSURANCE LEGISLATION 


WEDNESDAY, MARCH 27, 1957 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Oren Harris (chairman) 
presiding. 

The CuHarrmMan. The committee will come to order. 

As the committee resumes its hearing this morning, our first witness 
will be Mr. Leonard J. Calhoun, consultant for the Association of 
American Railroads. 

Mr. Calhoun, we are glad to welcome you to this committee and to 
have your presentation on H. R. 4353 and other bills relating to the 
amendments of the Railroad Retirement Act, Railroad Retirement 
Tax Act, and Railroad Unemployment Insurance Act. 


STATEMENT OF LEONARD J. CALHOUN, APPEARING ON BEHALF 
OF THE ASSOCIATION OF AMERICAN RAILROADS, WASHINGTON, 
D. C. 


Mr. Catnoun. Mr. Chairman, I am appearing on behalf of the As- 
sociation of American Railroads with respect to amendments to the 
railroad unemployment-insurance law proposed by the Railway Labor 
Executives Association which are found, I believe, in H. R. 4353 and 
H. R. 4354, and amendments proposed by the Association of American 
Railroads which are found in H. R. 6016 and H. R. 6040. 

By way of technical background, I might state that, from 1935 until 
1943 when I went into the Navy, I was Assistant General Counsel of 
the Social Security Board and its successor, the Federal Security 
Agency. 

In 1946 I headed the special social-security technical staff of the 
Ways and Means Committee, which was established to make a com- 
prehensive study and report on unemployment insurance, old-age and 
survivors insurance, and public assistance. 

Basic changes based on that 1946 study, such as virtually universal 
social-security coverage and immediate full benefits rather than gradu- 
ally increasing benefit levels, have been adopted, and steps have been 
taken in meeting the problems of individuals with coverage under 
social security and railroad retirement, as this committee, of course. 
is full aware. 
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Basic changes based on that 1946 study, such as virtually universal 
railroad unemployment system. In 1938 it was stated by the spokes- 
man for the Railway Labor Executives Association at hearings on leg- 
islation establishing the system that 





The maximum for higher paid workers is the same as that in 36 of the States, 
The amount allowed for workers in the average pay class is substantially the 
same * * *. 

But today the practical minimum railroad unemployment benefit 
that is paid the person with wages of $1.70 per hour, the present prac- 
tical railroad minimum wage, is far above State system payments. 
Under the half-pay provision of the existing law, this minimum benefit 
is higher than the maximum benefits of 31 States, and the labor ex- 
ecutives’ bill proposes that it be further increased by $6.80 per week. 

There have been recurrent increases both in the railroad unemploy- 
ment and sickness daily benefit levels and in the total benefits payable 
to a beneficiary. Under the 1938 law the maximum total of benefits a 
person with $1,300 in base year wages could receive was $240. Today 
it is $1,105 for unemployment and $1,105 for sickness. The Railway 
Labor Executives’ bill, H. R. 4353, would increase this to $1,300 
for each. 

In addition, under their bill, certain long-service employees would 
be paid benefits up to the sum of $2,652 per year for several years. 
Sickness and maternity benefits have been added since 1938, financed 
wholly at the employer’s expense. These two benefits under the Rail- 
way Labor Executives bill, would likewise be sharply increased. 

For many months, the Association of American Railroads has been 
studying the three benefit programs under the Railroad Unemploy- 
ment Act. Based on its study, it now proposes several amendments 
to that act. The amendments, reflected in the Association’s bill, are 
designed to remove several inequities from existing law, safeguard 
the system’s funds by limiting its beneficiaries to persons genuinely 
attached to the railroad labor market, base benefits on paycheck loss 
rather than on gross pay before taxes, and eliminate maternity benefits. 

The Association has requested me as its spokesman to discuss these 
amendments and the amendments proposed by the Railway Labor 
Executives Association. I shall discuss these amendments proposed 
by each association in terms of their practical results as applied to 
broad situations, and their conformity to the conception that an 
unemployment system’s purpose. This conception is that unemploy- 
ment insurance is to provide a floor of protection to persons normally 
engaged in employment covered by it, when they are involuntarily 
unemployed through no fault of their own and that this protection 
should consist of benefits related to their normal earnings, to compen- 
sate them for a part of their wage loss, for limited periods and in 
limited amounts. 

I might say, Mr. Chairman, that this principle that is followed 
even by such associations as the ultraliberal International Labor 
Organization which meets periodically in Geneva, in laying down 
what they refer to as international conventions. 

The Citarrman. Could I ask you a question for clarification? 

Mr. Catnoun. Yes, sir. 

The Crairman. In connection with your statement on the first 
paragraph on the preceding page, you say : 
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under the 1938 law the maximum total benefits a person with $1,300 in base- 
year wages could receive was $240. Today it is $1,105 for unemployment and 
$1,105 for sickness, 

Mr. Catuoun. Yes, sir. 

The Cnairman. Using the same base, $1,300 ? 

Mr. Catnoun. Yes, sir. The present limitations on sickness and 
limitations on unemployment benefits are exactly the same. There 
isnot any overall limitations, but each type of benefit has its own limi- 
tation of 130 compensable days. 

The Cnatrman. What you mean is on $1,300 basis? 

Mr. Catuoun. I mean benefits based on total base-year earnings 
of $1,300. In order to qualify for either cash sickness benefits or for 
unemployment benefits under the existing law you must have a re- 
quired amount of employment in your base year. Your base year is 
the calendar year immediately preceding the benefit year, which starts 
6 months after the base year ends. In order to qualify under exist- 
ing law you have to have $400 in wages in that base-year period. 

A person with $1,300 in base-year wages presently can draw 130 
days of unemployment benefits which w ill total up to $1,105 under the 
present schedule; and he can also draw 130 days cash sickness benefits, 
which would total up to $1,105. Under the proposed bill this would 
be increased to $1,300 for unemployment and $1,300 for sickness. 

The CirarrMan. Well, the point I wanted explained was the dif- 
ference between the meaning of $1,300 base and the amount the em- 
ployer received that would permit him to be entitled to unemploy- 
ment benefits. 

Mr. Catnown. Yes, sir. 

The Cuarrman. Which I believe you say is $500, 

Mr. Catuowun. It is $400, I helieve, at the present time, and I think 
it is proposed that it be ms ade $500. I will cover the base period re- 
wane nts In my statement. 

The Cuatrman. All right. 

Mr. Catuoun. The first problem I shall discuss is recognized by 
amendments in both bills. This problem arises because Congress 
adopted the provisions in the original bill presented by the Railway 
Labor Executives Committee fixing base years and benefit years. Be- 
cause of these provisions many persons on becoming unemployed or 
sick after railroad work for a cubstantial period—perhaps for a year 
or longer—are ineligible for benefits. For example, a person who has 
been in railroad work since December 1955 and becomes sick or un- 
employed today, can get no benefits before next July. Possible bene- 
fits next July are of no help to him today. 

H. R. 4353, and H. R. 4354, the Railway Labor Executive Associ- 
ation’s present bill, deals with part of this situation. Section 3 of 
this bill provides: 

For an employee who has 5 or more years of service, who did not volun- 
tarily leave work without good cause or voluntarily retire, who has 14 or more 
consecutive days of unemployment, and who is not a qualified employee for the 
general benefit year current when such unemployment commences but is or be- 
comes a qualified employee for the next succeeding benefit year, such succeeding 
benefit year shall, in his case, begin on the first day of the month in which such 
unemployment commences. 

This provision, however, is inadequate and inequitable as it would 
relieve only a selected portion of the people affected. Other people 
in the same situation with as much or more recent work would be left 
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without remedy. Relief would be given only to persons who at some 
time in their lives have worked in 60: months for railroads, even though 
they may have been out of railroad service for many years, except for 
2 or 3 months of recent railroad work. 

Relief would be denied persons with less than 60 months of rail- 
road service, even though they have had more than a year of con- 
tinuous railroad service just prior to becoming unemploy ed or sick, 
It is difficult to understand the relevancy between a person’s present 
unemployment rights and his months of service several years ago. 

The underlying cause of the situation I have outlined is that ex- 
isting law, for administrative convenience, pays benefits in the first 
half of a calendar year only to persons who had qualifying work in 
the second calendar year prior to such year. For example, persons 
are being paid benefits today only if they had the qualifying work 
in calendar 1955. This unusual provision of law was also in the 
original unemployment insurance bill drawn by the Railway Labor 
Executives Committee. 

Another similar inequity arising from the present base-year provi- 
sion is that a person may have had earnings ample to qualify, except 
that January 1 happens to occur during the period worked. As the 
qualifying base-year period is presently ae to a calendar year, 
he must qualify before the end of the year. The Railway Labor Ex. 
ecutives’ bill offers no remedy for this situation. 

In contrast, the railroad association’s proposal would remedy the 
underlying cause of both the situations I have described. Technically, 
section 1 of the railroad association’s proposal would amend sections 
1 (m) and 1 (n) of the unemployment law which now defines the 
base or qualifying period as a calendar year and the benefit year as 
the fiscal year which follows it after a 6 months’ lag period. Those 
present definitions have created both the situations I have described. 

The railroad association’s amendments would eliminate the 6 
months’ lag period and would make the qualifying year the 12 com- 
pleted months ending when the person applies for benefits. The bene- 
fit year would be the 365 di ays following this application. Thus each 
person’s qualifying or base year would end and his benefit year would 
begin at the time he first becomes sick or unemployed. 

Manifestly, this correction of the cause of the trouble is preferable 
to the Railway Labor Executives’ bill which merely rescues a select 
part of the victims. 

This proposed change to what are usually called individual benefit 
years and base years would require special individual wage reporting 
by the railroads and consequently, would result in adding to their 
work and expense. But, as everyone familiar with unemployment sys- 
tems knows, this kind of basic change is necessary to avoid both the 
inequities I have described and several other serious anomalies such 
as entitlement to benefits after long separation from railroad work 
which I shall not discuss in view of the limited time. 

The second problem I should like to discuss requires appropriately 
amending the definition of “qualified individual” in section 3 of the 
law. Benefits are payable only to qualified individuals as described 
in that section. 

It, like the “base year” and “benefit year” definitions just dis- 
cussed, needs a radical revision. Both the Railway Labor Executives’ 
bill, and the railroad association’s bill propose revisions. But again, 
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when applied to the problem, only the latter’s 
to be adequate. 

The underlying situation is that with easy eligibility and attrac- 
tively higher benefits, the railroad system currently pays benefits to 
some persons who have ceased to be in the railroad labor market and 
typically should look to their State unemployment system. Practi- 
cally everyone who works in commerce and industry is now covered 
by some unemployment system. 

As relatively few individuals have prolonged involuntary unem- 
ployment, those with the relatively short recent coverage under the 
railroad system almost certainly have considerable recent coverage 
and also benefit eligibility under some other system. Thus the ques- 
tion is not one of being “liberal,” in providing benefits. Instead it is 
that of establishing an effective requirement for the railroad system 
30 as to preserve its funds from being used to pay unwarranted benefits 
to persons who, if in the labor market at all are in the part covered 
by some other system. 

State systems have a uniform definition for “localizing” unemploy- 
ment rights which has largely solved the problem of individuals quali- 
fying for unemployment benefits under two State systems. 

As stated on page 8 of the United States Department of Labor’s 
book Comparison of State Unemployment Compensation Laws as 
of December 1955. 


proposal would appear 


With 51 jurisdictions operating separate unemployment insurance laws, it is 
essential to have a basis of coverage which will keep individuals who work in 
more than one State from falling between two or more State laws. * * * This 
definition provides for coverage of the services of a multistate worker in one 
State only. 

But the railroad system has no comparable arrangement and so must 
rely on its own qualifying requirements alone to avoid being drawn on 
by claimants who have spent more recent time working in employ- 
ment covered by State systems than they have spent in railroad work. 

That this is not a minor problem is evident from the fact that for 
1952 and 1953 over 23 percent of persons who worked for the railroads 
in either year worked in less than 6 months, and that for 1954 and 
1955 nearly 20 percent had only such casual railroad work. This short 
period in railroad work is not an indication of unemployment but 
rather is typical of employees shifting between railroad and other jobs. 
For example, in 1943, 1944, and 1945 when unemployment was at an 
all-time low the total with railroad work in a year exceeded the aver- 
age number in railroad work by from one-and-a-quarter to one-and-a- 
half million. 

In the year ending last June, 50,000 persons who could not realisti- 
cally be called railroad employees were paid an average of $400, and a 
total of $20 million in railroad unemployment and sickness benefits. 
Nearly 8,000 persons drew as much in benefits as their total qualifying 
wages. None had worked for railroads as much as a third of the quali- 
fying year. 

Over 6,000 worked for railroads less than 40 full working days, and 
nearly 15,000 less than 60 days in the entire year. 

Doubtless the great mass of these people worked during the year 
in nonrailroad jobs, covered under other unemployment benefits sys- 
tems, more than they worked in employment under the railroad 
system. When unemployed, they should have drawn their unemploy- 
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ment benefits from these other systems. But eligibility requirements 
under the railroad system are inexcusably lax, and its benefits are 
high. So they were able to choose and desired to choose the railroad 
industry to pay their benefits. 

Accordingly, your committee is faced with a practical problem of 
great importance to the railroad industry—that of so defining eligi- 
bility as to provide the railroad system’s benefits only to persons gen- 
uinely attached to railroad employment. 

The Railroad Labor Executive’s bill recognizes but does little about 
this situation. It proposes merely an increase in qualifying compen- 
sation from the present $400 to $500. Even a $1.70 per hour minimum 
wage employee could still easily qualify by working only 38 8-hour 
days. 

Section 2 of the railroad association’s bill has a more realistic and 
equitable provision and should serve more effectively to limit railroad 
work to persons primarily connected with the railroad industry rather 
than other employment. It would qualify only those persons with a 
third of a year of qualifying work—87 days’ work or its equivalent, 
including some work in each of 2 months in the last half of the quali- 
fying year and in any 4 additional months at some time in the year, 
The theor y of the bill is that substantial attachment should exist for 
at least a third of the base period and at least some tenuous attach- 
ment in half the months of the period. 

Requiring periods of qualifying work as proposed in this bill is 
fairer than the present law which requires merely a flat amount of 
qualifying earnings. No flat qualifying amount regardless of size is 
equitable, as high- paid employees can earn any prescribed amount 
in a much shorter period of work than can lower-paid employees. 

The true test of attachment is the period worked rather than 
amounts earned when deciding whether or not an individual is to be 
paid benefits covered under a system. 

This proposed requirement can hardly be termed “harsh” or “dras- 
tic” as persons really attached to the railroad system easily meet it. 
Nor would a less realistic definition be justified in view of the actual 
situation. The present $400 requirement and the proposed $500 re- 
quirement are not “liberal” to genuine railroad employees, who can 
quality in any event—instead, the “liberality” is an unjustified diver- 
sion of railroad funds to persons who could hardly be classed as rail- 
road employees. 

Besides the problem of establishing appropriate prebenefit quali- 
fying railroad-employment requirements, there is the problem of 
appropriate requirements of attachment to the railroad industry at 
the time benefits are applied for or are being received. 

In this connection we find in existing law certain inadequacies of 
provisions needed to limit benefits to persons currently attached to the 

railroad labor market, whose unemployment is due to their sickness or 
involuntary lack of work and results in their loss of railroad wages. 

A basic requirement to test current attachment to the railroad in- 
dustry is the registration for work and availability for work require- 
ments, The individual, to receive unemployment benefits, must regis- 
ter regularly and must be available for work. Properly enforced, this 
serves to limit benefits to persons only temporarily absent from rail- 
road employment and still in the railroad industry’s labor market. 
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This requirement of availability is at present entirely absent in the 
law governing sickness benefits. As a result, sickness benefits are 
now paid persons who demonstrably are attached to nonrailroad em- 
ployment, housekeeping or schoolwork, or have otherwise removed 
themselves from the railroad labor market. While there can be no test 
of availability for work during the actual period of sickness, evidence 
of the individual’s availability just before he becomes sick can and 
should be required. 

The railroad association’s bill, sections 5 and 6, contain provisions 
which should serve to exclude persons who are not in the railroad 
labor market at the time they become sick and who consequently are 
suffering no loss of railroad wages—in many cases they are suffering 
no wage loss at all—because of their illness. 

Section 6 to meet this problem defines a “day of sickness” to include 
only days the individual can show he would have been available for 
work except for his sickness. Any person who is in fact in the rail- 
road labor market can show that immediately prior to his sickness 
he was working, actively seeking work or at least registered for 
work. 

Section 5 adds a further 90-day test. It is primarily designed to 
exclude persons who become sick after they have become firmly estab- 
lished in nonrailroad jobs. The section recognizes that people pre- 
viously in railroad work may be on strike, or may be unemployed but 
registered for railroad work, so these periods are excluded in com- 
puting the 90 days. 

With the adoption of the individual base and benefit years, every 
qualified individual would be immediately eligible for benefits when- 
ever he is laid off or sick. He would register for and receive benefits 
when his railroad paycheck stopped unless he has gone into nonrail- 
road work. Failure to register for benefits in 90 days after his last 
railroad work thus seems to effectively negative any possibility of 
his still being in the railroad labor market. 

The section also excludes from sickness benefits persons who are 
experiencing only the normal incidents of pregnancy in a maternity 
period, but provides that unrelated sickness may be compensated. 

I feel that provisions of the kind just described are appropriate, 
consistent with the theory of sickness benefits, and required to con- 
serve the system’s funds for benefits to persons within the system’s 
purpose. The United States Department of Labor publication Com- 
parison of State Unemployment Insurance Laws as of December 
1956 says of the four State sickness benefit systems : 

Under all the programs claimants must be unemployed because of disability 
and they may be declared ineligible if they withdrew from the labor market 
for reasons other than disability. 

Thus the proposed labor market test is consistent with State pro- 
grams. 

As will next be discussed, there are other situations, generally 
called disqualification periods, when unemployment benefits are not 
payable as the individual has in effect taken himself out of the rail- 
road labor market and thus is not suffering an involuntary railroad 
wage loss. As this situation is in no way affected by virtue of his be- 
coming sick during such a period, the disqualification period should 
apply to sickness benefits as well as to unemployment benefits. Section 
5 of the association’s bill so provides. 
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An important situation where the individual goes on strike and so 
has withdrawn for the time being from railroad work. This situation 
is recognized in all State unemployment systems. Typical of all 
systems is the first part of the provision found in section 4 (a-2) (iii) 
of the railroad unemployment insurance law itself—disqualifying 

participants for the duration of a labor dispute. But the section also 

fie an exception unique in unemployment compensation systems, 
practically nullifying the provision by limiting it to disqualifying 
persons engaged in wildcat strikes. Section 5 of the Railroad Associa- 
tion bill would delete this unique nullifying clause and bring its labor 
dlisputes disqualification in line with other systems. 

The person on strike is not unemployed due to lack of work. His 
wage loss is due to his voluntary action. The disqualification is of 
course not a penalty. Unemployment insurance is not intended to be 
« device for paying strikers company-financed strike benefits, whether 
the strike is regularly or irregularly called. 

A further situation where the individual has voluntarily with- 
drawn, for the time being at least, from railroad work is where he 
voluntarily quits. This is likewise recognized in section 4 (a-2) of 
the present Railroad Act. But unique among systems is the failure 
of the Railroad Act to similarly exclude him from benefits if he 
terminates his work by such serious on-the-job misbehavior as to re- 
quire his suspension or firing. It seems indefensible to deny benefits 
to a person who has walked off the job but pay him if he socked the 
foreman and got himself fired. Section 5 of the railroad association’s 
bill gives job termination because of misconduct the same treatment 
it gives a voluntary quit. 

Persons who walk off the job or fail to show up for work, or refuse 
suitable work when unemployed, have only a 30-day benefit suspen- 
sion under existing law. Elapse of this 30-day period does not mean 
they suddenly become involuntarily unemployed through no fault 
of their own. Section 5 of the association’s bill has a more realistic 
solution for these cases and for misconduct cases—the individual gets 
baek into protection of the system when and if he returns to railroad 
work and works in 4 weeks. 

A provision along this line is necessary if benefits of the system 
are to be conserved for persons out of work through no fault of their 
own, An individual who evidences his disinclination to work in rail- 
road employment can, of course, change his mind, but I know of no 
reliable test of his change of mind except by his actual return to 
railroad work and engaging in such work for at least a reasonable 
minimum period. 

The next matter I shall only briefly mention as it is a proposal 
omitted from the association’s bill for technical reasons. That pro- 
posal is to make sickness benefits a system equally financed by the 
railroads and railroad employees from earmarked payroll taxes. 

May I point out that when American unemployment insurance 
systems were established, it was generally thought that these would 
be financed jointly by employers and employees, and several States 
originally did so. But the Federal forcing tax was imposed only on 
employers and this fact plus the theory that due to the employer’s 
position to regularize employment at least to a substantial degree, he 
should pay the total cost of unemployment insurance, led to the pres- 
ent financial arrangement for the unemployment benefits. 
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However, radically different considerations apply to sickness bene- 
fits. The employer is legally liable under other laws for disabilities 
attr ibutable to him. Sickness that is covered under the railroad sys- 
tem is thus essentially a personal, non-job-connected misfortune that 
everyone is subject to. 

Sickness benefits were first adopted in Rhode Island. It was one of 
the few States with employee contributions toward unemployment 
compensation, and these contributions were shifted to, and afford the 
sole financing of, the Rhode Island cash sickness benefits. 

California and New Jersey, each of whom had employee contribu- 
tions likewise established sickness benefits largely financed by such 
contributions. 

New York also has adopted sickness benefits. These, too, are very 
substantially financed by employees covered. 

The railroad system is the sole system which is financed wholly by 
employers. I know of no tenable theory justifying this situation. 
With employee participation in the costs, the railroad system should 
be much better protected against chiseling. I cannot but believe that 
employee opinion would be adverse to any claimant practices which 
would waste employee-contributed funds and threaten to increase em- 
ployee contribution rates. 

It is probable that employees as well as the railroads would enthusi- 
astically support the next proposal I shall mention—terminating ma- 
ternity benefits—if employee contributions were levied to finance these 
benefits. Maternity is typically a sought-for condition—not a mis- 
fortune. 

There would, of course, be a better argument for maternity benefits 
with employee fin: uncing, like Rhode Island where employees pay the 
entire bill, than there is under the railroad system where the cost is 
borne wholly by the railroads. 

But even ‘the Rhode Island system limits pregnancy benefits to 12 
weeks except in cases of unusual complication as a result of childbirth, 
and in all cases duration is limited also by the woman’s potential bene- 
fit duration in terms of base-period wages. 

The other three State programs rule out pregnancy. As stated in 
the United States Department of Labor publication I have previously 
referred to: 

New Jersey does not pay for any period of disability due to pregnancy, mis- 
carriage, or abortion. California provides payments only for disability which 
lasts more than 28 days after termination of pregnancy, and New York only for 
disability which occurs after a woman has worked in covered employment for 
at least 2 consecutive weeks following the termination of pregnancy. 

I shall not raise the question as to whether pregnancy, like sickness, 
is the occasion of an involuntary wage loss which should be financed 
by payroll taxes. Instead, I shall observe that the social need for such 
a system has not been indicated by any widespread adoption of such 
programs in the United States, nor does there appear to be any sub- 
stantial pressure for doing so. 

I know of no significance in railroad employment which should 
single out the small, percent of its employees who are of childbearing 
age and sex as requiring these special benefits. It can hardly be con- 
tended that their pay rates are inadequate in view of the railroad pay 
scales. If anything, railroad pay scales argue against any need for 
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maternity benefits for railroad employees when compared with women 
workers 1n other industries. 

Section 7 of the association bill would terminate these benefits next 
June—except for maternity benefits being paid on that date. 

The next and last problem I shall discuss is that of providing bene- 
fits at appropriate levels. It is a most difficult and important prob- 
lem. Beside the desire for adequate benefits, there is also a grave 
danger in overadequacy. 

Overadequacy is against the recipient’s best long-run interest and 
the public interest since benefits may become more attractive than 
work. Our economy is dependent on preserving the will to work. At 
some point the dollar difference between benefits and take-home pay 
will not provide some people with the necessary sense of urgency to 
get back on the job. The percentage so affected does not have to be 
creat for benefit costs to become ruinously high. 

The important dollar difference between working and not working 
is not measured by gross pay and benefits. It is the dollar difference 
in the pay check and the benefit check. Thus the present and the 
Railroad Labor Executives’ proposed benefit formula which is ex- 
pressed as a percentage of pay before tax withholding is most mis- 
leading. The real difference—the take-home dollar difference—is 
what counts. 

Recognition of this fact is neither liberal nor conservative but merely 

ealistic. In forming a benefit formula consideration must be given 
to actual situations. 

Suppose we take, for example, a single man whose take-home pay 
is around $10 or $11 per day. A critical question is the maximum 
benefit which, if he is sick, will leave unimpaired his incentive to get 
well and get back on the job as soon as possible, and, if unemployed, 
to actively seek another job. What happens to incentive if working 
makes a difference of only $2 per work-day above what he would re- 
ceive in benefits! Five dollars per day? I think we may all agree 
that $2 per work-day, out of which must come costs of getting back 
and forth to work, et cetera, is dangerously small. Few would. argue 
that less than a $3 difference would leave the work incentive wholly 
unimpaired in the case of a person whose daily pay check is $10. Prob- 
ably most people would agree that a $5 per day difference would be 
ample. 

With the dollar difference in pay check and benefit check in mind, 
let us examine the benefit paid this person under the present rail- 
road benefit schedule and its “half daily pay” alternative. As this 
benefit is not based on take-home pay, but on gross pay before with- 
holding, we must first determine the gross pay necessary to have take- 
home pay of around $10 or $11. 

The $1.70 per hour worker receives the practical railroad minimum 
pay. His pay is $13.60 per day before deductions. His proposed 
raliroad retirement tax is $1.02 per day. His income tax withhold- 
ing is $2.02. His paycheck, assuming no additional withholding, is 
thus $10.56. 

The present half-pay unemployment and sickness benefit formula 
gives him a benefit of $6.80 per’day. ‘The proposed 60 percent of 
gross pay formula would give him a benefit of $8.16. This latter 
amount would leave a difference of $2.64 per day between working 
and not working. If the employee works, he has transportation and 
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other expenses. By virtue of his unemployment, he escapes these ex- 
penses and also gets a substantial income tax rebate. 

Suppose, for example, he is unemployed 20 weeks—100 working 
days. His income tax rebate is $48—48 cents per work day unem- 

ployed. This brings down the difference between working and not 
Seeking to around $2.16 per day. The question is whether this is suf- 
ficient to get him back to work speedily. The difference can be even 
less. If he worked 221 days in his base year, he would qualify under 
the proposed benefit schedule inste: id of the proposed 60 percent of 
daily pay alternative and would receive $9 per day benefits—reducing 
the difference between his pay check per working day and his benefit 
check per working day to $1.78, less a 48-cent income tax rebate. 

If, by any chance, he works 258 eight-hour days in the year or has 
substantial overtime his benefit would be $9.50, reducing this difference 
to 80 cents per day. I cannot believe anyone would consider 10 cents 
per hour, less transportation and other expenses, a pressing incentive 
to work. 

By way of further example, consider the person without dependents 
who receives $2 per hour—$16 per day. His proposed railroad retire- 
ment tax would be $1.20 and income tax would be $2.46. His net pay 
after these taxes would be $12.34. His proposed benefit would be 
$9.60 under the proposed 60 percent formula. If he worked 250 days 
or more in the year, his benefit would be $10.20 per day under this 
schedule. It seems not unreasonable to suppose that he might have 
some impairment of his incentive to get back to work. Some , 27 cents 
an hour difference between work and no work is not very attractive— 
particularly since the work alternative means extra expense, and un- 
employment means a tax rebate. 

So far, I have selected persons without dependents as examples. 
Now let us turn to the other extreme, considering a person with four 
dependents. If we assume that this person makes $1.70 per hour, the 
hourly rate used in the first example, we find that his take-home pay 
is $1.84 per day greater than the individual without dependents and 
with the same gross pay. On becoming unemployed, his pay loss is 
$1.84 per day greater than the person without dependents. Yet under 
existing law and under H. R. 4353 each would receive the same benefit. 
Both from the viewpoint of equity and commonsense the man with 
dependents should get a benefit making up the same percentage of his 
pay loss as does the person without dependents. 

The railroad association’s bill, section 4, proposes to equalize this 
percentage. Instead of the existing half-pay provision which is ap- 
plied to gross pay before withholding, this bill would provide both 
the individual without dependents and the individual with dependents 
#3 vercent of pay after withholding. 

n other words, it would relate benefits realistically to actual pay 
loss. Assuming that the 714 percent railroad retirement tax proposed 
in H. R. 4353 is enacted, this would mean that under the railroad asso- 
tiation’s bill the man without dependents whose pay loss would be 
$10.56 would receive a daily benefit of $6.34 or $31.70 per week and 
the man with 4 t dependents whose pay check is $12.58 per day would 
receive $7.55 or $37.75 per week as compared with the $6.80 or $34 
per week each man would receive under the present half-pay schedule. 

With $2 per hour gross pay, a man without dependents would re- 
ceive 60 percent of his pay check rate of $12.34 per day. This would 
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be $7.40 per day or $37 per week. The man with 4 dependents would 
receive $42.50 per week. 

It might be added parenthetically that with 100 days of unemploy- 
ment, the single man would receive an income tax rebate of $52.60 
and the man with 4 dependents would receive a rebate of $96. 

Thus, as shown by its practical results, the railroad association: pro- 
posal would deal equitably with this most difficult problem of setting 
appropriate benefit rates, and would avoid the indefensible practical 
results and inequities of H. R. 4353. 

In addition, the railroad proposal would repeal the existing sched. 
ule, which bases daily benefit rates on the gross total of the claimant's 
base-year wages. The original reason for this schedule, which for 
administrative convenience uses annual wage reports as a basis of 
benefit computation, disappeared when the “half daily pay” formula 
was adopted in 1954. The purpose of the system—to pay a reasonable 
percentage of pay loss caused by unemployment due to lack of work 
or sickness—is much better served by a formula basing benefits on 
daily pay than by basing it on total pay in a base year. Such total 
base-year wage reflects not only pay rate but also work period. Total 
pay, at any rate, is proportioned to the period worked in the qualify- 
ing year. It affords a good basis for limiting total benefits, but not 
a good basis for fixing daily rates. 

The distinction between persons who barely qualify and those who 
work through the greater part of the base year is more properly pre- 
served by limiting the total potential number of benefits they can 
receive than by making the daily benefit rate largely dependent upon 
their total wages. 

Under the existing benefit schedule based on total wages the follow- 
ing daily benefits would be payable to a person making $80 per week: 


Weeks worked : Weekly benefit 
ei toe ia ees rd onl vi haa ceca ab thence 
a I a hi aetna sh aha tga atte eb mae es teense cee sie y- vkkibemma th eit 20. 00 
I Os scala hao deeassl da ews nicaabids daajed inch pean jvinisislahancaen etal Ped 22, 50 
a reek heen cae naib iceaets tamed 25. 
Ne OE ee Lhd a bdblaltn ade eidh cccikgieddawebetet Auseeadeiee a 32. 50 
ee Wee SON i os hace skh seed d eee nea eees _ 40.00 
a Naa Ne aaa 42, 50 


The above table since 1954 has actually been a dead letter to any 
person with $80 per week gross pay unless he works 50 full weeks; he 
gets $40 per week under the half-pay minimum. <A person with $85 
weekly pay gets the $42.50 maximum on the half-pay basis, regardless 
of his total base yearly pay. 

An important conclusion is that, regardless of liberality or illiber- 
ality of the schedule amounts, and regardless of the benefit levels de- 
cided upon, the use of the annual pay method of determining daily 
benefits should be discontinued entirely. It would be discontinued by 
the railroad association’s bill. The generally accepted alternative of 
gearing benefit rate to wage rate would be followed in all cases. _ 

Despite the deficiencies of the annual wage schedule in not relating 
benefit rate to pay rate, this schedule had an important feature which 

vas lost in 1954 when the half-pay formula was adopted. That fea- 
ture was the previous built-in relationship between total benefits which 
might be drawn as compared with total qualifying pay which was 
inherent in the structure of the annual wage schedule. 
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For example, the existing schedule provides an $8 per day unem- 
ployment benefit only where a person has at least $3,500 in his base 
year—the total unemployment benefits are $1,040, and the amount 
isthus automatically less than a third of the required qualifying wages. 

Under the half-pay minimum existing law enacted in 1954, a person 
with a $16 per day gross wage can receive $8 per day toa total of $1,040 
in unemployment benefits with total gross period wages of only $1,040. 
Thus an important prior relationship between total period of quali- 
fying work and — possible benefit period was lost when the half- 
pay provision was adopted without the addition of appropriate 
limitations. 

The association’s bill, section 4, would supply this needed limitation. 
Like a very large number of States and the District of Columbia, the 
railroad system would then follow the rule of limiting total benefits 
to one-third total base-year wages. This provision would mean, in 
effect, that some 3 weeks’ work would be required to qualify for 2 












~ 


weeks’ benefits, and that benefits would be paid for the maximum 6- 
months period only to persons with 9 months’ base-year work. 

This method of adjusting equities between persons who barely 
qualify and persons who have had 2 or 3 times as much qualifying 
work appeals to one’s sense of equity and is a needed change from the 
present method of the railroad system. The one-third rule is more 
appropriate than was the old schedule, which provided a built-in rela- 
tionship between total benefits and total qualifying wages. 

Before closing my testimony, I would like to suggest one addi- 
tional amendment to the Unemployment Insurance Act. 

That suggestion is to add at the end of the first sentence of section 
8 (g) the words: 

Provided, That, in any event, such regulations shall permit any employer at 
his option to pay before the end of the quarter ending September 30 of any year 
contributions with respect to the first month, the first and second months, or the 
first and second and any part of the third month of such quarter. 

Under the existing provisions of section 8 (g), the taxes paid by the 

railroads for unemployment purposes are to be collected and “paid 
quarterly or at such other times as may be prescribed by regulations 
of the Board. 

The regulations of the Board provide that the railroads shall pay 
their tax obligations on or before 60 days after the close of the calendar 
quarter. This means that, for the third quarter, July, August, and 
September of any year, the taxes are to be paid between October 1 
and November 30, but they cannot be paid prior to September 30 or in 
time to be included in the fund on that critical date. It will be re- 
membered that the amount in the fund on September 30 determines 
the railroads’ tax rate for the ensuing calendar year. There might 
be occasions when the railroads would wish to pay their taxes before 
September 30 in order to keep the fund at a level where they would 
not be required to pay a higher tax rate the following calendar year. 

Our proposed amendment would permit the railroads to pay taxes 
which they already owe on compensation which they have already 
paid to their employees. The amendment would not permit prepay- 
ment of taxes on employees’ wages to be paid to the employees some- 
time in the future. Some 22 States do permit actual prepayment of 
taxes in advance of a tax obligation. The railroads do not seek that 
right ; they only wish to be allowed to pay the taxes they already owe 
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at an earlier date than is now permitted. The Board regulations pre. 
vent such payment. We, therefore, seek legislative relief. — 

In conclusion, I should like to express my appreciation to your 
committee for its patience in listening to this extended statement deal. 
ing with these several important matters. At the same time, I should 
apologize for giving some of these the sketchy treatment required b 
the necessary time limitations. I believe that a large part of what | 
have said in dealing with the complexities of the railroad system boils 
down to this: 

1. That the general unemployment-insurance concept of paying a 
person who becomes unemployed a substitute, by way of benefits, of 
the wages he has just lost, required the scrapping of the calendar 
base-year lag period and benefit-year mechanism of existing law and 
substituting individual base and benefit years ; 

2. That the general concept of replacing an equitable portion of 

his pay loss requires gearing a person’s benefit to his normal paycheck 
rather than to his gross wages before tax withholding, and to his 
take-home daily pay rate rather than to his total of wages in his base 
year ; 
' 3. That the general concept of protecting railroad pay loss of 
genuine railroad employees requires a basic revision of the base-period 
test of qualified employee, and also a revision of definitions dealing 
with his current situation when seeking benefits, such as the definition 
of “day of sickness,” and of periods during which the claimant is, 
and when he is not, to be recognized as suffering an involuntary pay 
loss which should be compensated ; and, finally, 

4. That in fixing benefits the public interest and the employee's 
interest require that benefits shall not be at such levels, as compared 
with paychecks, as to impair the employee’s work incentive. 

I believe a question was raised yesterday, I think by Congressman 
Moss, about the situation where an individual sells cemetery lots and 
at the same time collects unemployment benefits. 

There is no protection at all, so far as I know, at the present time, 
for the railroad system against situations like this. Fortunately, I 
do not think they are extremely prevalent. I might say that there 
is one State—New York—which deals with what is called partial un- 
employment on a somewhat similar basis as does the railroad system. 
They have what they call compensable days. But, if an individual 
earns, I think it is $36, in the entire week, then he draws no benefits 
for the week, 

The railroad system has no comparable provision. The railroad 
system, of course, does have a provision that in order to qualify. for 
benefits, a person must be available for work, but the person who is 
selling things on a commission basis or maybe working around his 
farm, may very well have to insist that he is quite available for rail- 
road _ work. 

I do think that while this does not involve a tremendous revenue 
loss, that the problem dealing with partial unemployment would 
warrant the committee’s spending some time on this subject. 

[ might add that at one time the railroad retirement act had some 
provisions with respect to partial unemployment. Those provisions 
were later removed at the Board’s suggestion. I think that you could 
rely on the Board for guidance as to the extent of this problem at the 
present time. 
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Mr. Moss. On that point, my question did not go to the cemetery lot 
salesman specifically. 

The matter was raised in testimony. My question was the point 
of whether or not there was a limitation upon the amount of earnings 
of unemployed railroad workers. 

Mr. Catnoun. That is right. But, there is no such limitation. 

Mr. Moss. There is no such limitation ? 

Mr. Catnoun. No, sir. Earnings are not attributable to the week 
but only to the day. And it does create some very unfortunate and 
rather spectacular, but I do not think, very prevalent situations. This 
New York approach I mentioned can reduce chiseling considerably, 
but even the New York approach did not entirely solve the problem. 
It reduced it, but it did not fully solve it. 

For example, the person engaged in selling a house may very well 
work on it a good many days during an unemployment or partially 
unemployed period and maybe the deal would not be closed until he 
gets back to work. 

So, you see he draws benefits for the period he spent in selling even 
though he may make a thousand dollars’ commission. That is illustra- 
tive of the fact that you are getting into a very difficult field in dealing 
with partial unemployment. 

Mr. Moss. Now, in this case then if he is partially employed on the 
day that he receives his compensation, does he receive unemployment 
compensation from the railroads ? 

Mr. Catuoun. Probably not on the particular day. 

Mr. Moss. Is it a matter of probability or a matter of rule or law? 

Mr. Catuoun. It is a matter, as I remember it of the definition 
of a day of unemployment in the law, and it is an interpretation that 
has been put on this definition. 

Mr. Moss. Well, there must be an interpretation. 

Mr. Catuoun. In the case I gave you where he sold the house and 
some time afterward, there was an actual closing, the day he became 
entitled to the money for that deal, he probably was quite busily at his 
railroad work, and not drawing unemployment compensation at all. 

So, you see there might not ‘be even an $8 loss or a $10 benefit loss. 

Mr. Moss. Of course, my question was as to receiving compensa- 
tion on a compensable day of unemployment; would he receive the 
compens: ition ¢ 

Mr. Caruown. Possibly he might lose 1 day’s compensation, but he 
was engaged many days in selling the house. The system works 1 rather 
satisfactorily where a person is taking a day’s work, or a series of 
days’ work for wages. It does not fit in very well for a person who 
sells for a real estate commission. If he is a Fuller brush salesman, 
it works. If he is a salesman of real estate, it does not work at all 
well. 

So you see you have got a problem. 

Mr. Moss. ‘Generally he would not receive compensation. 

Mr. Catuoun. A person that is unemployed receives total benefits if 
he is not engaged in some other work for pay on one or more days in 
the period. If he has work for pay on any day in the period he loses a 
day’s benefit. 

Mr. Moss. Pay or commissions? 

Mr. Catnoun. Either wages or commission. 
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Mr. Moss. The case then of the cemetery-lot salesman or the real- 
estate salesman would be the unusual rather than the usual ? 

Mr. CatHoun. I donot know how prevalent it is. Certainly I would 
not think it is as prevalent as other kinds of work would be. 

Mr. Moss. As the real-estate broker in a community that has a rather 
substantial group of railroad employees, I know of very few salesmen 
who are railroad workers. 

Mr. CatHoun. I do not think it would be very prevalent. 

Now, you do have in agricultural regions, an especially tough prob- 
lem. That is the problem of what should be done about an individual 
who becomes unemployed and registers every 2 weeks, but in the mean- 
time he is busily putting in a crop. 

That situation is of greater importance than the salesman situa- 
tion we have referred to. You can say that he is working on his farm 
everyday. You can question whether he is available for railroad work, 
but you certainly cannot say that he is necessarily earning anything by 
virtue of his activities. 

He is putting in a crop. 

Mr. Moss. Now, you certainly—— 

The CuatrmMan. May I interject here in connection with this very 
interesting discussion. It is very helpful, but I would like to remind 
the gentleman that we have other witnesses. 

Now, we can ask this witness to come back later, if we cannot get 
through this morning. It is 11:15 now. I merely say that as a matter 
of information, because I would like to get to the next witness who has 
been here for several days and I would like to get to him if we can. 

Mr. Moss. I have concluded my questions. 

The Cuatrman. Mr. Calhoun has taken considerable time in ex- 
plaining it. If we go into all of these individual matters, it will take 
along, long time. I would like to remind you that we do have another 
important witness. 

Have you concluded your statement, Mr. Calhoun? 

Mr. Catnoun. Yes, sir. 

The Cuarrman. I personally want to thank you, and on behalf 
of the committee I want to thank you for this very fine and informa- 
tive statement that you have given on this entire subject and the dis- 
cussion of the proposed amendments. 

I hestitate to pass up the opportunity of giv ing members of the com- 
mittee a chance to ask questions at this time. I do feel, however, since 
the importance of the other witness’ testimony is such to this record 
that we should hear him this morning and I think probably if you do 
not mind, and the committee members will indulge me, we will let this 

witness step aside so we can hear Mr. Monroe’s statement. 

Mr. Beamer. Might I ask, Mr. Chairman, whether Mr. Calhoun will 
be available at a later date? 

The Cuatrman. Mr. Calhoun, I assume, will be available at any 
time. He lives here in Washington. He is engaged i in the practice of 
law here and I am sure that he will be able to appear at most any time. 

Mr. Catnoun. I would at most any time, Mr. Chairman. I am 
going to have to make 2 or 3 short trips out of the city. 

The Cuamman. When you get back. Of course, you have your own 
business to take care of. 

We thank you. 

Mr. Catnoun. Thank you. 
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STATEMENT OF J. ELMER MONROE, VICE PRESIDENT, ASSOCIATION 
OF AMERICAN RAILROADS, AND DIRECTOR OF THE BUREAU OF 
RAILWAY ECONOMICS, WASHINGTON, D. C. 





The Cuairman. We will hear Mr. J. Elmer Monroe. Mr. Monroe 
is vice president of the Association of American Railroads and direc- 
tor of the Bureau of Railway Economics. 

What is your address, Mr. Monroe ¢ 

Mr. Monroe. Transportation Building, Washington, D. C. 

The Cuarrman. You may proceed, Mr. Monroe. 

Mr. Monroe. Mr. Chairman and gentlemen of the committee, my 
name is J. Elmer Monroe. IL am vice president of the Association of 
American Railroads and Director of the Bureau of Railway Eco- 
nomics, with offices in the Transportation Building, Washington, D.C. 
Lappear here on behalf of the member lines of the association. 

As Mr. Bevan stated to this committee, the railroad industry consti- 
tutes one of the great basic enterprises of the United States and is 
deeply imbedded in the public interest. For that reason, the well- 
being of the railroads is a matter of national concern. 

The economy of the United States, since the close of World War LI, 
has been operating at recordbreaking levels and entered the year 1957 
at the highest level in history. 

Although the railroads have been participating to some degree in 
this high level of business activity from the standpoint of volume of 
freight traffic, they have, unfortunately, not been able to participate to 
any great degree from the standpoint of net earnings. 

In fact, railroad net earnings of recent years have been relatively 
less than those of the late 1920’s, notwithstanding a substantially 
greater volume of business. 

Mr. Finney and Mr. Calhoun, who preceded me, have presented the 
committee with facts to show the unreasonableness and unwarranted 
provisions of H. R. 4353. 

I wish to cite to this committee some of the factors which have pre- 
vented the railroads from participating in the Nation’s recent level 
of prosperity and discuss the fact that the extremely unfavorable con- 
ditions under which the railroads must compete for traffic impose 
limits upon their ability to bear increased costs of operation. 

To show that the railroads are im no position to withstand the 
burden of unwarranted increases in operating costs, I present a num- 
ber of tables and charts relating to the railroad financial situation and 
the factors which are already bearing heavily on their narrow margin 
of profit. 

Table I of my statement compares gross and net earnings of the 
railroads in 1929 and in 1955 and 1956. I use 1929 as the year just 
prior to the depression of the 1930’s, 1956 as the latest available year, 
and have included the year 1955 to show the current trend. 

Mr. Chairman, I assume that my statement will be included in the 
record. 

The Cuarrman. Yes, your statement will be included in the record, 
Mr. Monroe. 
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(The table referred to is as follows:) 


TABLE I.—Gross revenues and net earnings, railroads of class I in the 
United States 


[In millions] 


Increase, 








| 
| 
| | | 
Item | 1929 | 1955 1956 | 1956 over 
1929 
oat ci cal — =f r wii 
| | | 
Operating revenues ‘“ -----| $6,279.5 | $10,106.3 | $10, 550.9 $4, 271.4 
Freight : i 4,825.6 | 8,538.3 8,951.4 | 4, 125.8 
Passenger _- 873. 6 | 742.9 | 756. 6 1117.0 
All other. bbs 580.3 | 825.1 | 842.9 262. 6 
Operating expenses 3 4, 506. 1 7, 646. 4 8, 108.3 3, 602.2 
Wages 2, 674.1 | 4,751.6 5, 070.0 | 2, 395.9 
Health and welfare ___ 28. 2 62.0 | 62.0 
Fuel, materials and supplies 1, 448.7 | 2,055. 9 | 2, 136.7 | 688. 0 
Other __ 383. 3 | 810.7 839. 6 456.3 
Taxes __ 396.7 | 1,080.4 1,121.3 704.6 
Payroll | 283. 8 334, 2 334.2 
Federal income 88.7 | 414.3 393.8 | 305. 1 
Other 308.0 | 382. 3 393.3 | 85.3 
Rents (net debit) | 125.0 | 251.5 253. 0 | 128. 0 
Net railway operating income 1, 251.7 1, 128.0 1, 068. 3 1183.4 
Rate of return on net investment, percent 5. 30 | 4. 22 | 3.95 | an 
Net income (after fixed charges) _- $896. 8 | $927.1 $874.0 1 $22.8 
BA Misi y Vie iene hier te & t I 
1 Decrease. 88 


Mr. Monroe. Total operating revenues represent the gross revenues 
received by the railroads from transportation services performed ; the 
item of net railway operating income is what is left of those revenues 
after paying operating expenses and taxes; net income is after the 
payment of interest and other fixed charges and is the amount avail- 
able for reinvestment in property, reserves, dividends, and other cor- 
porate purposes. 

In 1929, gross revenues of the railroads totaled $6,280 million, net 
railway operating income amounted to $1,252 million, and net income 
amounted to $897 million. Although the gross revenues of the rail- 
roads for 1956 increased to $10,551 million, net railway operating in- 
come declined to $1,068 million and net income amounted to only $874 
million. 

In other words, notwithstanding an increase of $4,271 million im 
gross revenues, net railway operating income declined by $183 mil- 
lion and net income was less by $23 million. 

In relationship to their net investment in transportation facilities, 
railroad earnings in 1929 amounted to 5.30 percent, but in 1956 
amounted to only 3.95 percent. Thus, in spite of an increase of $444 
billion in gross revenues and a net increase of $314 billion in invest- 
ment in transportation facilities, between 1929 and 1956, the rate of 
return on such facilities declined. 

Between 1955 and 1956 railroad revenues increased by $443 million 
owing to a greater volume of freight traffic and higher rates and fares, 
but this increase was entirely wiped out by increased operating costs, 
and net earnings declined. 
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Increased wage costs, including a $50 million increase in payroll 
taxes, absorbed about nine-tenths of the increased revenues, 1946 over 
1955. Higher prices of materials and supplies absorbed the balance, 
and more. Part of the increased wage costs consisted of health in- 
surance for nonoperating employees and wage increases awarded in 
lieu thereof to other employees. Payment of health and welfare bene- 
fits for nonoperating employees began on February 1, 1955, when the 
carriers assumed one-half of the cost of the plan, and amounted to 
more than $28 million in that year. 

Assumption of the full cost effective March 1, 1956, and the addition 
of benefits for dependents of employees effective November 1, 1956, 
raised these costs to about $62 million in 1956, and the current cost 
is in excess of $100 million a year 

Chart A of my statement shows at a glance where increased gross 
revenues since 1929 have gone. ‘The most striking features of this 
chart are the tremendous increase in total payroll and the fact that net 
earnings from rail operations in 1956 were actually less than in 1929. 
Also, it is shown that the railroads paid no payroll taxes in 1929, but 
in 1956 payroll taxes by the class I railroads alone to support the 
Railroad Retirement and Unemployment Insurance Acts amounted to 
$334 million. 

(The chart referred to is as follows :) 
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CHarRT A 


DISTRIBUTION OF GROSS REVENUES 


Railroads of Class I in the United Stotes 


1929 and 1956 





millions 
$10,551 
$10,000 
8,000 #— WAGES * 
6,000 
@— PAYROLL TAXES 
@— OTHER TAXES 
4,000 |- 
FUEL, MATERIALS 
*— AND SUPPLIES 
2,000 
4— OTHER EXPENSES 
e— NET RAILWAY 
‘ OPERATING INCOME 


1929 1956 


* Including health ond welfare benefits 


Mr. Monroe. Data has recently become available for the month of 
January 1957. Although the volume of freight traffic expressed in 
terms of carloadings was 5.4 percent less than it was in January 1956, 
gross revenues were up by 2.8 percent, reflecting increased freight rates 
in effect in January 1957 not in effect in 1956, but operating expenses 
increased by a greater amount than did gross revenues, resulting in a 
decline in net railway operating income of 7.3 percent for January 
1957 under January 1956. 

This shows that the railroads must conserve their revenues on 
account of expensive wage increases made effective from November 
1, 1956. 
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Table II of my statement shows the downward trend in the rail- 
road’s margin of profit compared with the upward trend in the wage 
ratio. Between 1929 and 1956, while the margin of profit declined by 
9.8 cents per dollar of gross, wage costs increased by 9.2 cents per 
dollar of gross. In other words, the increase in the payroll burden was 

uivalent to about 94 percent of the decrease in the margin of profit. 

(Table II referred to is as follows:) 


TaBLe II.—Distribution of railroad revenue dollar, railways of class I in the 


United States, 1929, 1955, and 1956 





























Cents per dollar of gross Increase, 
Item _| 1956 over 
| | 1929 
| 1929 1955 | 1956 
eee eee ete = - = scans 
a ee 100. 0 100. 0 100.0 |_ . 
Salaries and wages charged to operating expenses______- 42.6 47. 0 . 48. 0 we 5.4 
Health and welfare benefits... -__. Sonus akliiiiedeiemiteal aad 3 .6 6 
Payroll taxes............. Od noe VEU one dbiedenlannt ll 2.8 3.2 3.2 
Total wage costs_______- ar Bios 2 42.6 | 50.1 | 51.8 9.2 
Other taxes _ __ eam inacan cn dining tem tanialine 6.3 7.9 7.5 1.3 
Fuel, materials and supplies and miscellaneous... 23.1 20.3 20.3 12.8 
Depreciation and retirements . | 4.1 5.5 | 5.4 1.3 
Equipment and joint facility rents oanlecbaiel 2.0 | 2. 5 | 2.4 -4 
Loss and damage, injury to persons, insurance and pen- 
sions wat Saas aa : 2.0 | 2.5 | 2.5 5 
{—_—— rte ia comand aches 
Total expenses and taxes 80.1 88.8 | 89.9 | 9.8 
_—E—E—E—————— meee eee 
| a = 
Net railway operating income a oe 19.9 11,2 10.1 | 19.8 
i | ! 





1 Decrease. 


Mr. Monroe. This situation is illustrated in chart B, 
(Chart B referred to is as follows :) 
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CHART B 


DISTRIBUTION OF THE 
RAILROAD REVENUE DOLLAR 
1929 ona 1956 (Cents Per Dollor of Gross) 
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* Including health and weifore benefits. 


Mr. Monror. The railroads have not experienced, and are not now 
experiencing, the prosperity enjoyed by industry in general. When 
comparison is made with earnings of other corporate groups, the in- 
adequacy of railroad earnings is even more distressing. This fact is 
clearly shown by figures published annually by the F irst National C ity 
some of New York showing rates of return earned on net assets for 

lass I railroads and a large number of manufacturing and non- 
iaaiatieberncnpetsinn: 

Mr. Bevan placed before the committee a most interesting chart 
bearing on that. 

For manufacturing corporations the return on net assets averaged 
12.8 in 1929 and increased to 15 percent in 1955. The return for the 
railroads, calculated on the same basis as for manufacturing corpora- 
tions, averaged 7 percent in 1929, but declined to 5.7 percent in 1956. 
The return for manufacturing corporations has gone up, the return 
for the railroads has gone down. 
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The primary cause of the railroads’ financial difficulties is their 
inability to keep up, through increased rates and fares, with spiraling 
costs of labor and materials. In 1955 and again in 1956 the railroads 
were before the Interstate Commerce Commission seeking increases 
in their freight rates and passenger fares to offset increases experi- 
enced in their operating costs on account of increases in wage rates, 
increases in the payroll tax for unemployment and sickness benefits, 
and increases in the unit prices of their materials and supplies. 

Near the end of 1955 the railroads sought an increase of 7 percent 
in freight rates and charges, but by decision dated March 2, 1956, the 
Commission authorized freight rate increases which aver aged only 
about 5.5 percent, or just a little over three-fourths increase needed to 
meet the higher costs. In addition, a 5-percent increase in passenger 
fares went into effect in May 1956. 

Then, near the end of 1956, the railroads found it necessary to seek 
additional revenues to offset increased costs which came upon the in- 
dustry in the waning months of 1956 and to improve their inadequate 
and declining rates of return. 

After hearing, the Commission authorized general emergency 
freight rate increases which became effective in the East and West on 
December 28, 1956, and in the South on February 23, 1957, of 7 percent 
in eastern territory and 5 percent in the western and southern terri- 
tories, with certain exceptions and hold-downs. Further increases of 
5 percent in passenger fares, other than commutation, also became 
effective in January 1957. 

Efforts of the railroads in 1955 and 1956 to keep revenues in line with 
mounting ex xpenses typify the pattern of the entire postwar period. 
Rate and fare increases made effective in the early part of 1956 were 
insufficient to match rising wage and materials costs in that year, even 
with increased traffic. Further rate and fare increases made effective 
at the close of 1956 and early in 1957 will do no more than meet recent 
increases in costs. 

Increases in operating costs experienced by the railroad industry just 
since January 1, 1955, have exceeded $1 billion on an annual basis, as 
shown by table III of my statement. Then also the industry has con- 
tracted for additional payroll costs which will aggregate about $400 
million per annum. 

My table III at page 11 of my statement shows the annual cost of 
the wage increases granted from January 1, 1955, to January 1, 1957, 
in the amount of $655 million. 

The second page of that table shows the cost of the health and wel- 
fare benefits aggregating $101 million. It shows an increase in payroll 
taxes of $73,506,000. 

Material prices, have added $235 million per annum to the railroad 
wage costs. So, since January 1, 1957, then the additional pattern 
increase growing out of the contracts executed from November 1, 1956, 
provide further increases of 7 cents per hour wage costs on Novem- 
ber 1, 1957, and another 7 ce nite per hour increase on November 1, 1958. 

Those increased costs were testified to by Mr. Loomis yester day. 

I show under item 27 of my table, the fact that the contracts provide 
for a cost-of-living adjustment of 1 cent per hour for each one-half 
point change in Consumer Price Index for each six months after May 
1.1957. That is, wages will go up 1 cent per hour for each one-half 
point increase in the Consumer Price Index above 117.1. 
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Mr. Loomis also testified yesterday that it appears that wages will be 
increased by $75 million again on May 1, 1957, on account of the rise 
in the Consumer Price Index. 

Item No. 28 of my statement relates to increased cost or additional 
payroll tax liability to cover the carriers’ contribution to make up the 


10 percent increase in benefits provided by the Congress in the bill of 
last year. 


(Table III above referred to is as follows :) 


TABLE III.—Annual cost of increases in labor expenses and material prices since 
Jan. 1, 1955 (based on levels of employment and material consumption in the 
calendar near 1955 eee of class I in the United States 


Item Effective date Annual cost 


araeenomenmeannnipepantige NS _|— as 








| es 


WAGE INCREASES | 


1. Yard conductors, increase of 25 cents per day June 1, 1955 $1, 822, 000 
2. Passenger conduetors and trainmen, increase of 20 cents per day | June 16, 1955 | 1, 667, 000 
3. Freight conductors and trainmen, graduated rates of pay t | June 16, 1955 10, 088, 000 
4. Dining car stewards, increase of $5 per month____- June 16, 1955 91, 000 
5. All opers ating employees, general wage increases, di flerential adjustments 





and payments in lieu of health and welfare plan__-_-_--__- Oct. 1,1955 82, 452, 000 
6. Dining car stewards, dispatchers and yardmasters, general Ww age in- 


crease and payments in lieu of health and welfare plan_.-- | Oct. 1, 1955 | 6, 702, 000 
7. Yard firemen, trainmen, and switch tenders, wage increases for conv er- | | 

sion to 5-day week-- | Dec. 1, 1955 25, 531, 000 
8. All nonoperating employees, wage increase of 14% cents per hour._-_. Dec. 1, 1955 249, 116, 000 
9. Dining car cooks and waiters, increase of 94¢ cents per hour | Dec. 1, 1955 2, 871, 000 
10. All nonoperating employees, wage increase of 10 cents per hour-__- | Nov. 1,1956 | 174, 826,000 
11, Road and yard firemen, wage increase of 10 cents, and 16 cents per hour | Nov. 1, 1956 ! 18, 198, 000 
12. Engineers, conductors, trainmen and switchmen, wage increase of 12.5 | 

cents under pattern settlement.__- 74, 141, 000 
13. Yard firemen, 5-day week adjustment for conversion subsequent to 1955 | 

agreement 3) | 2 7, 287, 000 
14. Total, wage increases to Jan. 1, 1957__- 654, 792, 000 


HEALTH AND WELFARE BENEFITS 


15. All nonoperating employees, health and welfare plan (4% of total cost)...; Feb. 1, 1955 30, 626, 000 





16. Additional cost of health and welfare plan for nonoperating employees Mar. 1, 1956 | 31, 750, 000 
17. All nonoperating employees, dependents’ health and welfare plan | 

(equivalent of 2.5 cents per straight-time hour) Nov. 1, 1956 | 38, 985, 000 
18, Total, health and welfare ; , ‘101, 361, 000 


PAYROLL TAXES 


19. Payroll tax on wage increases listed above be 10, 424, 000 
20. Increase in unemployment tax rate from \% to 1% percent Jan. 41,1956 42, 055, 000 
21. Increase in unemployment tax rate from 14% to 2 percent : Jan. 1,1957 21, 027, 000 
22 Total, increase in payroll taxes 73, 506, 000 


MATERIAL PRICES 


23. Prices of fuel, material, and supplies on Jan. 1, 1957, were 12.3 percent | 
higher than on Jan. 1, 1955, and 11.4 percent higher than chargeout | | 
prices for year 1955__ . ‘3 be tie eee cle saad 235, 000, 000 


24. Grand total, cost increases to January 1, 1957 ; 1, 064, 659, 000 


ADDITIONAL WAGE INCREASES INCLUDED IN PATTERN SETTLEMENT 


25. All employees, wage increase of 7 cents per hour : : | Nov. 1, 1957 177, 005, 000 
26. All employees, wage increase of 7 cents per hour---._- ---| Nov. 1, 1958 177, 00 5, 000 
27. All employees, cost-of-living adjustment of 1 cent per hour for each one- 

half point change in consumer price index above 117.1._.......-._--- May 1, 19574 | (') 

ADDITIONAL PAYROLL TAX LIABILITY | 

28. Increase of %4 percent to cover cost of 10 pereens F increase in retirement | 

benefits enacted in 1956 : eli wan 31, 5Al, , 000 
29. Grand total mee __....| 1, 450, 210, 000 





1 Does not ine lude t he additional 6 cent wage increase to be awarded yard firemen (not now on a 5-day 
week) when thev et a i-dav workweek. 

2 Does not ine jude $14,562,000 of annual increase in wage costs provided for yard engineers and firemen 
when they elect to adopt a 5-day workweek. 

3 Various. 

4 And each 6 months thereafter. 

§ Unknown. 


tp eed Ome 


ee ee 


~- 


822, 000 
687, 000 
O88, 000 

91, 000 


452, 000 
702, 000 
531, 000 
116, 000 
871, 000 
826, 000 
198, 000 
141, 000 


287, 000 


792, 000 


RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 45] 


Mr. Monroe. Only recently did railroad management sign a so- 
called pattern agreement covering 81 percent of ‘all organized em- 
ployees to increase employee compensation. That pattern agreement, 
the partial costs of which are listed in my table III, was to fix the 
general level of compensation for a period of 3 years. The contract 
with the nonoperating employee organizations provided for a sub- 
stantial wage increase effective November 1, 1! 156; a second wage in- 
crease — ‘tive November 1, 1957; a third w age increase effective No- 
vember 1, 1958; cost-of- living wage adjustments to be made com- 
mene ing May 1, 1957, and eac he 6 months theres ifter ; an increase in the 
carrier- paid hospital, medical and surgical insurance to extend bene- 
fits to dependents of employees; and a 3-year moratorium on demands 
for wage increases or compensatory rules changes. 

Aside from the cost-of-living escalation provisions of the contract 
the package provides for a payroll cost of 26144 cents per employee 
hour. 

Railroad firemen and switchmen also signed an agreement conform- 
ing to that pattern settlement, and the other operating employee or- 
ganizations have been offered a similar package agreement. 

The railroads agreed to such an expensive labor contract so as to 
provide for a period of stability and knowledge as to what our op- 
erating expenses might be for the next 3 years. Now, we are faced 
here with a bill which upsets payroll cost stability which the railroads 
thought had been agreed to. 

Referr ing again to my table III, I show as item 28, an annual cost 
of $31,541,000 as the increase in the payroll tax, for class I railroads 
alone, necessar y to finance one-half of the benefits provided by amend- 
ments to the Railroad Retirement Act last yea 

This committee will recall that when the Doonitied of the United 
States signed S. 3616, on August 7, 1956, the bill which provided for 
a 10-percent increase in retirement benefits he said : 

* * * the Senate Labor and Public Welfare Committee has indicated its unani- 
mous determination to act promptly in the next session of the Congress on a 
measure which will finance the cost of these benefit increases. Representatives 
of railroad labor organizations also have given firm assurances that they will 
propose at the opening of the next Congress a program to assure adequate financ- 
ing of the railroad retirement system. It is imperative that satisfactory legisla- 
tion for this purpose be proposed and enacted. 

The annual cost liability shown as item 28 is calculated on an in- 
crease in the present payroll tax rate of 114 percent (one-half to be 
paid by employer and one-half by employee). This is the amount of 
increase required to place the railroad retirement account in the same 
position it was in prior to enactment of the benefit increases provided 
last year in S. 3616. 

Wage costs have steadily increased and the employees have already 
drawn off in increased payroll costs the savings realized by the rail- 
roads through large expenditures for additions and betterments made 
to achieve more efficient and economical operation. A continuation 
of rising payroll costs will further impair railroad ability to carry 
enough gross revenues down to net earnings for the further investment 
in capit: al improvements upon which survival of the industry depends. 

H. R. 4353 proposes to increase the taxable payroll and the current 
payroll tax rates for both railroad retirement and unemployment and 
sickness benefits. 
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The taxable earnings base would be increased from $350 to $400 per 
month per employee, effective July 1, 1957. The present railroad re- 
tirement payroll tax rate would be increased from 121% percent (the 
maximum rate under present law) to 15 percent, effective July 1, 1957, 
with the proviso that after 1969, there would be an additional tax 
equal to the excess of the then current social- -security rate over 5% 
percent. 

Under the tax schedule now provided by the Social Security Act, 
this would mean a total tax rate for railroad retirement benefits of 
17 percent effective January 1, 1970, and a further rise to 18 percent 
in 1975. The railroads, as employers, would be called upon to pay 
one-half of the tax and the employees would be called 
upon to pay an equally burdensome tax. 

Parenthetically, the tax rate of 9 percent to be paid by the railroads 
for retirement purposes would compare with a tax rate of only 44% 
percent to be paid by competing transportation agencies under the 
Social Security Act. Furthermore, the railroad tax rate is appli- 
sable to a higher base. 

To finance the increased unemployment and sickness benefits, the 
bill would double the present payroll tax rate paid solely by the rail- 
roads to support the system. Employees do not contr ibute for unem- 
ploy ment and sickness benefits. 

Under the present law the tax paid by the railroads to support unem- 
ployment and sickness benefits varies from 14 to 1 percent. to 3 percent, 
dependent upon the balance in the railroad unemployment insurance 
account on September 30 of the preceding year. The balance as of 
September 30, 1956, was $332 million, which established the current 
rate of 2 percent effective January 1, 1957. As of January 31, 1957, 
the balance had dropped to $303,295,000. 

I have been advised that the balance has further dropped 
$296,576,000 on February 28, 1957. 

U loin the provisions of H.R. 4353, the unemployment insurance tax 
rate of 2 percent would continue throughout the remainder of 1957, 
but effective July 1, 1957, would be levied against earnings up to $400 
per employee per month rather than the present earnings base of $350 
per employee per month. 

Effective January 1, 1958, the tax rate of 2 percent on the increased 
earnings base would pr obably be doubled since the unemployment in- 
surance reserve appears likely to fall below $300 million by September 
30, 1957, which would call for a rate of 4 percent beginning in 1958. 

Thus, the combined retirement and unemployment tax rate pay- 
able by the railroads under H. R. 4353 would be 914 percent for the 
last 6 months of 1957: 1114 percent beginning in 1958; with an ulti- 
mate rise to 13 percent in 1975, and applicable to a higher tax base. 

What does this mean in increased payroll taxes? Table IV which 
follows shows that the immediate increased cost to all employers 
covered by the act would approximate $100 million for retirement pur- 
poses, plus an additional $124 million for unemployment and sickness. 

Ultimately additional payroll taxes provided for by the bill would 
cost the employers $310 million per annum and the employees $186 
million per annum, a grand total of $496 million (nearly one-half a 
billion dollars). Such an additional burden represents an increase of 
70 percent ooee tind ax collections of 1956. 

The figures I have just reviewed are shown in detail in my table IV. 
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(Table IV above referred to is as follows :) 








TasBLe IV.—Additional annual payroll tawes that would be payable under 
provisions of H. R. 43853 


[In millions} 




















Additional Additional 
Item taxes to be taxes to be 
paid by paid by 

| railroads employees 

; ened ne OG? inne vate 
For railroad retirement: } | 
Increase in present tax account increase in limit on taxable compensation 

to $400 per month per employee ____- ne ce ES ean $28.0 | $28. 0 
Increase in rate of tax from 644 percent to 744 percent_____________- i 72.0 72.0 
Additional tax after 1969____ ae eee Ca 57.5 | 57.5 
Additional tax after 1974_...._________ it bacdsa! 28.7 28.7 
Total additional taxes for retirement purposes _-. 5. 3 


2 
_ 
|e 
| 3 
ie) 


For unemployment and sickness: 
Increase in present tax account increase in limit on taxable compensation - HO His 
Increase in rate of tax from present 2 percent to 4 percent 


leaementipiabenniaah SERGE sk dings 
Total additional taxes for unemployment and sickness_______- 5 | | ae aera 
Grand total additional payroll taxes. Lae kia Serie Je ieee eer 310.2 | 186. 2 





' 





Mr. Monroe. I show the increase in the tax for unemployment and 
sickness from the present rate of 2 percent to 4 percent as an additional 
cost under H. R. 4353. Under the present law it appears likely that 
the payroll tax for unemployment and sickness benefits will increase 
214 percent on January 1, 1954, owing to the likely decrease in the 
balance in the unemployment insurance account. 

These additional payroll taxes would pose an unconscionable burden 
upon the railroads, coming as they will upon cost increases since 
January 1, 1955, amounting to more than $1 billion per annum. 

Because of the fact that the railroads have a higher wage ratio than 
manufacturing industries, an increase in the wage cost of the rail- 
roads creates more than twice as much pressure on railroad rates if the 
cost: is to be recovered, than that which is created on prices by a simi- 
lar increase in a manufacturing industry. 

The railroads are caught in the vise of higher operating costs and 
increasingly intense competition from other forms of transportation 
Table V portrays the declining participation of the railroads in the 
intercity freight service. 

(Table V above referred to is as follows :) 























TABLE V.—Distribution of commercial intercity freight traffic 









| 
1945 1955 
Agency os 
Ton-miles Percent of l'on-miles Percent of 
(millions) total (millions) total 
















Railroad 690, 809 68. 0 631, 300 49.4 
Motor trucks 66, 614 6.6 226, 200 17.7 
Oil pipelines 126, 530 12.5 203, 200 15. 9 
Great Lakes (domestic 102, 092 10. 0 118, 800 9.3 
Rivers and canals 29, 709 2.9 97, 700 7 
Air carriers 91 481 

Total. -_. ose 1, 015, 845 100. 0 1, 277. 681 100. 0 

















Source: E s of Interstate Commerce Commission. 
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Mr. Monroe. In 1945 the railroads performed 68.0 percent of the 
total intercity freight traffic, but in 1955 that ratio had fallen to 494 
percent of the total. 

Motortrucks show a directly opposite trend. Their ratio increased 
from 6.6 percent in 1945 to 17.7 percent in 1955. Traffic on inland 
rivers and canals shows a trend similar to that of motortrucks. Traf- 
fic on the Great Lakes has lost ground, but oil pipelines have increased 
their relative share. 

The railroad proportion of total commercial passenger traffic fell 
also, from 72.9 percent in 1945 to only 36.4 percent in 1955. Air car- 
riers handled only 2.7 percent of the intercity passenger load in 1945, 
but by 1955, their ratio had grown rapidly to 29.0 percent. 

The increase in freight rates and passenger fares which the Inter- 
state Commerce Commission authorized in 1956 and 1957 have not 
improved the inadequate level of railroad net earnings. Thus, the 
railroads are faced with the necessity of conserving their revenues to 
meet heavily increased wage costs already realized or contracted for, 
and are in no position to carry such excessive costs as would be imposed 
upon them by the legislation here under consideration. 

Mr. Oliver, in appearing before this committee testified to the drop 
in railroad employment between 1948 and 1956, and described the de- 
crease in employment as due to technological factors. Then, he stated 
that increased unemployment benefits can be met out of the savings 
which technological progress is bringing to the carriers. 

It is true that between 1948 and 1956 the number of employees on 
class I railroads declined by 283,759 employees. But, although there 
was a decline in employment the wage bill of the railroads was up by 
$550 million and payroll taxes were up by $69 million. 

In addition the railroads are now paying about $100 million per an- 
num for hospital, surgical and medical services for the so-called non- 
operating group of employees. The net result of railroad operations 
was that, in 1948 the railroads realized a return on their net invest- 
ment of 4.31 percent, but only realized a return of 3.95 percent in 
1956. 

Since 1946 the railroads have achieved more efficient and economical 
operations through large expenditures for additions and betterments, 
particularly savings attributable to the diesel locomotive. Asa matter 
of fact, owing to gains in efficiency since 1946, the railroads realized 
savings in excess of $2 billion annually. But, increased wage costs 
and increased costs of materials and supplies more than absorbed what 
the railroads were able to save jaan more efficient and economical 
operations. 

I only wish I could agree with Mr. Oliver that the railroads are 
enjoying unprecedented prosperity. But, a vital industry earning less 
than a 4 percent return in a period of unprecedented general economic 
activity is not enjoying unprecedented prosperity and is not in a posi- 
tion to assume unwarranted increased costs. 

When Mr. Loomis was on the stand yesterday, one of the committee 
members asked him as to what the hourly earnings of engineers were. 

Based on reports of the Interstate Commerce Commission, the aver- 
age straight-time hourly earnings per hour on duty of road passenger 
engineer and motorman, for the first 6 months of 1956 averaged $5.19 
per hour. 
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Road freight engineers in through freight service averaged $3.85 an 
hour. 

Road freight engineers in local way freight service averaged $2.73 
an hour and yard engineers averaged $2.81 an hour. 

I might say that represents the averages that were actually paid 
for the first 6 months of 1956 and does not include the increases made 
efiective on November 1, 1956. 

Mr. Chairman, we urge that your committee do not report this legis- 
Jation favorably. 

That completes my statement. 

The Cuarrman. Thank you very much, Mr. Menroe, for a very de- 
scriptive presentation of this phase of the problem from the view- 
point of the railroad industry. 

I do not quite get that last remark though. You said that you urged 
that we do not report this legislation, but I understand—— 

Mr. Monroe, (interposing). Do not report it favorably; do not 
report favorably this legislation, Mr. Chairman. 

The Cuarrman. But, I understand that at the same time your in- 
dustry is recommending that the retirement account be balanced, that 
three-quarters of 1 percent on each employee and employer be assessed. 
Mr. Calhoun recommended the various amendments to the Unemploy- 
ment Insurance Act. 

Mr. Monror. Mr. Chairman, we stand ready to assume our propor- 
tion of the burden of the cost of the 10-percent increase in benefits 
provided last year so as to put the retirement fund in the position it 
was prior to that time. 

We also recommend amendments to the Unemployment Insurance 
Act. We oppose H. R. 4353 in toto. 

The CHarrman. As it was presented ? 

Mr. Monroe. As it was presented. 

The Cuairman. I wanted to get that clear, so that it would be 
clearly understood. 

We do have a few minutes, and I am sure that if any of the mem- 
bers of the committee have any questions of either Mr. Calhoun or 
Mr. Monroe, that they can ask them. 

Mr. Mack. 

Mr. Mack. Mr. Chairman, I will yield my time, although I did 
have some questions I would have liked to have asked. 

The Cuairman. Mr. Hale. 

Mr. Hare. Yes. Right along the lines of what Mr. Harrison has 
been saying: In the last session we increased the benefits 10 percent 
realizing that that was going to throw the fund out of balance, so to 
speak, unless additional revenues were provided. 

And, these bills, 4853 and 4354 provide the additional revenues te 
bring the situation back to actuarial soundness. But they in turn 
depend on a proposed tax exemption contained in a bill now before 
the Ways and Means Committee. 

Now, have I stated that situation ? 

Mr. Monroe. I so understand that the employees have a bill before 
the Congress. 

Mr. Have. And if the Ways and Means Committee say that they 
will not do anything in the way of exemptions, then this committee 


has got to legislate somehow to get the fund back into shape again; 
have we not ? 
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Mr. Monrog. Our position is, Mr. Congressman, that you should 
provide for the increased costs resulting from the 10 percent increase 
in benefits provided last year. 

Mr. Hatz. Or else repeal the act we passed last year, that just set 
the clock back to where it was in 1955. 

Mr. Monroe. The act is on the books. We stand ready to pick up 
our check for that contribution. 

Mr. Hater. Possibly it would not make us very popular if we were 
to repeal the act we passed last year. 

And, do you favor the bill, H. R. 6016, a bill introduced by Mr, 
Williams? : 

Mr. Monroe. I do. 

Mr. Hate, Will you clarify me on this situation. Is the necessity 
for acting with respect to the unemployment fund just as urgent as the 
necessity for acting with respect to the railroad retirement fund; is 
that correct ? 

Mr. Monroe. If the unemployment fund is not liberalized you need 
take no action. 

Mr. Hate. If it isnot? 

Mr. Monror. So far as this is concerned. 

Mr. Hatz. That is from an actuarial standpoint ? 

Mr. Monroe. I so understand, under the present law. 

Mr. Hate. I mean, the present law is all right from an actuarial 
standpoint, but not from the railroad standpoint. 

Mr. Monroe. That is right. 

Mr. Hae. I think I get the general situation. 

The Cuairman. Mr. Staggers. 

Mr. Sraccerrs. I have no questions, except this, that I believe there 
was an agreement between all factions last year that after the passage 
of the bill, some bill would have to be passed this year in order to take 
care of the costs. 

Mr. Monroe. We did not agree to it, Mr. Congressman, but the 
President signed the bill with the understanding that provision would 
be made to put the fund in a sound condition and we stand ready to 
pick up our check now for that 10 percent cost. 

Mr. Sraccers. Well then, the committee does have a job here to do 
to see that that is done one way or another. 

Mr. Monror. I think that they do. 

Mr. Sraccers. That isall, Mr. Chairman. 

The Cuamman. Mr. Beamer. 

Mr. Bramer. Mr. Chairman, I am sorry that I was unable to hear 
all of Mr. Calhoun’s statement, because I was on another subcommittee 
hearing, but from reading and listening to the first portion of it, it 
indicates that Mr. Calhoun has had considerable experience over a 
number of years with social security and so on and I am wondering if 
you have any statement that you would like to make to the committee 
on the general philosophies on compensation under social security. 

Mr. Catnoun. No. sir: without elaborating on the statement I made 
which was in substance that the purpose of unemployment insurance 
is to provide an employee with protection by way of partial replace- 
ment of wage losses that occur because of a lack of work or sickness 
that is involuntary to the person that is seeking benefits. ] 

That ‘in substance is I think the philosophy of unemployment in- 
surance. 
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A primary thing that has to be watched too, is that we do not have 
situations where the difference between working and not working is 
so small, financially, as to seriously impair the individuals drive to 
get back to work, whether that be to get back to work from illness, 
or to get back to work from unemployment, due to a temporary lack 
of work. 

Mr. Bramer. I presume that you would agree that it is desirable, 
a desirable piece of legislation, to have some kind of unemployment 
compensation ; 1s that correct 4 

Mr. Catnoun. I would say, sir, that when Congress decided to do 
something about the involuntary unemployment problem back in 
1935, that the so-called social insurance approach was probably the 
most appropriate approach Congress could take. The alternative is 
some kind of public-assistance approach. Under public assistance a 
person has his needs checked and money is given to him based on the 
extent of his needs. 

Those needs-test programs are perhaps necessary in some situations, 
but in many respects they are not as desirable as a person being able 
to receive temporary benefits without an investigation of just how 
bad off he is. 

I think that a properly designed and safeguarded unemployment 
benefit program is more satisfactory than public assistance in the case 
of involuntary unemployment. 

Mr. Beamer. That is all, Mr. Chairman. 

The CHatrrman. Mr. Dollinger? 

Mr. Dotiincer. I have no questions. 

The Cuatrman. Dr. Neal? 

Mr. Nrau. I have no questions. 

The Cuarrman. Mr. Flynt? 

Mr. Fiynv. I have no questions. 

The Cuarrman. Mr. Moss? 

Mr. Moss. Mr. Chairman, I understood that we were going to have 
Mr. Monroe back at a later date in order to afford us an opportunity 
of asking him some questions. 

The Cuamman. Yes, we could, if the members desire it, and you 
could not conclude this morning. If you have some questions now, it 
might be well to ask them now. 

Mr. Moss. In view of the time, I prefer to pass at this time. 

The Cuairman. If you have a few questions, Mr. Moss, and could 
go into them for a few minutes, I would like to suggest that you do 
it, because I am not sure that this committee will be able to have 
another session on this legislation. 

Mr. Moss. Well, I will let it pass without any questions then. 

The Cuamman. I would like, Mr. Calhoun, to get a little better 
understanding of the interpretation of the base-year wage which you 
have referred to. 

Mr. Catnoun. The base year is from January to December. The 
benefit year starts July 1, but, to qualify for benefits, you must have 
heen in covered work and earned the prescribed amount in covered 
work in the preceding calendar year. That is the existing law. The 
6-month lag, between the base year and the benefit year, creates serious 
difficulties in individual cases. 

The CHarrman. Now, the 6-month lag, then, from January 1, so to 
speak, until July 1,is for what purpose ? 
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Mr. Catuoun. That was adopted essentially for administrative con- 
venience. During that intervening period the Board gets the records 
of the amount of wages the individual has in his base year. Under the 
present reporting system they have the records in front of them to de- 
termine, first, whether the claimant is qualified for benefits; that i 1s, 
whether he had sufficient qualifying work and wages; and, second, 
how much his benefits should be. Under present law both qualifying 
wage and benefit amounts are determined, for people who are pres- 
ently drawing benefits, by their wage recor ds back in 1955. 

The CuarrMan. In other words, the purpose of the delay being ad- 
ministrative, if a man becomes unemployed, as an example, on Sep- 
tember 1—— 

Mr. CatHoun. Yes, sir. 

The CHatrrman. Then the rate of benefits that he would enjoy would 
depend upon his employment during the preceding calendar year? 

Mr. Catuoun. That is correct. Present law ignores the fact, when 
a person becomes unemployed today, that his wage loss is properly 
measured by the wages that he was making just before he became unem- 

ployed. Existing law ignores recent wages, and goes back to 1955 
wages for current benefits Under H. R. 6016 and H. R. 6040, which 
I have referred to as a railroad proposal, his benefits would be based 
on his recent wages—not his 1955 wages. 

As it is, under existing law, what he gets by way of benefits does not 
depend on what he has been e: ning during ‘the last 6 months or per- 
haps the last year or nearly a year and a half. It is dependent on 
what he earns for his base year, which may be for a calendar year begin- 
ning anywhere from 18 to 30 months before he becomes une mployed. 

The Cuarman. Let me propose this illustration: Two employees 
are working in a calendar year. One, unfortunately, becomes ill and 
is out, say, 3 months. He goes back to work. The other man, doing the 
same work right along beside him, continues his work. Now, in the 
following year, the benefit year, say, on July 15, both of those men 
become aeuasbyed. Do I ‘understand, then, that the man who was 
more fortunate and did not suffer the sickness, and therefore continued 
his employment, would be entitled to greater benefits than the man who 
had been sick and out for 3 months? 

Mr. Catnoun. Yes. Until 1954, under the railroad system, a per- 
son’s benefits depended solely upon his total wages in his base year 
So, in the illustration you gave, the weekly amount or daily amount of 
benefits he would get would be reduced because he was out of work 
during a portion of that base year. 

The railway labor executives realized, apparently, that that situation 
did not very well reflect wage loss. In 1954 they amended the law to 
provide that the benefit rate would be at least half the claimant’s last 
daily wage rate in the base year. 

The pending proposal of the Association of American Railroads 
recognizes that basing benefit rates on wage rates is a fair principle, 
and “accordingly proposes that the “tot: al w age” basis should be 
scrapped entirely. At present the total-wage formula is already a 
dead letter for lower benefits. What a person was making per day 
before becoming unemployed is a much better yardstick of what his 
benefits per day should be than how much he made in a base year. 
What he makes in a year depends as much on how much he works in 
a year as it does on his daily pay. 
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/on- Probably the Wisconsin system is the ideal system for paying bene- 
rds fits. Its initial benefits depend on the wages the claimant made just 
the before he became unemployed. This bill that is proposed by the rail- 
de- road association follows the daily-pay principle in determining the 
L 1s, daily benefit amount—— 
md, The Cuarrman. Well, 1 appreciate your position, and I understand 
‘ing what you have proposed, but I am trying to get information on this, 
res- and an answer to my question, which was whether they both receive 
the same amount. 

ad- Mr. Catnoun. The cases you referred to, do not. 
sep- The Cuarrman. Under the present law. 

Mr. Catnoun. Under the present law. They both would receive 

the same under the railroad proposal. 

yuld The CuarrmMan. Under the bill that you propose ? 
| Mr. CaLnoun. Yes, sir. 
hen The Cuairman. Under the bill as proposed by the Railway Labor 
arly Executives’ Association, I assume that the same discrepancy as exists 
em- would continue. 
955 Mr. Catnoun. Yes. 
Lich Mr. Moss. Mr. Chairman. 
ised The Cuarrman. Mr. Moss. 

Mr. Moss. If I understand your proposal, the example cited by the 
not chairman might result in both getting the same, because you require 
per- them to work in each of the 6 calendar months im: nediately preceding 
, on the time—— 
rin- Mr. Catuoun. No, sir: at least 6 calendar months in the entire 12 
ved. months before they file their claim. 
yees Mr. Moss. As I read it— and I will have to go back to your state- 
and ment— 
the Mr. Catnoun. There is a requirement that 2 of the 6 months be in 
the the last half of the calendar year, but that could be any 2 of those 
nen last 6 months. 
was Mr. Moss. Four months preceding and six months. 
ued Mr. CaLtnioun. At least 2 months in the last half of the total period 
who of 12 months; the other 4 being any of the 12 months. 

The CHarmMan. In other words, a man would have to work in that 
per- 6 months / 
ear. Mr. Catnoun. He could qualify by some work in any 6 months of 
t of the 12 months, just as 2 of these months were in the last half of the 
ork 12-month period. 

The Cuatrman. Work in 6 months ? 
tion Mr. CaLtnowun. Yes,sir. 

v to The CuarrMan. Work in any 6 months. 
last Mr. Cannoun. Yes, sir. Any work in a month makes it a “month 
of service” for railroad retirement purposes. The proposal would 
ads adopt this yardstick. If you do any work in a month, you would have 
ple, a month of service for unemployment-benefit purposes. The require- 
| be ment would be met by anyone who worked at any time in each of the 
ya 6 calendar months if at least 2 of those months are in the last half of his 
day base year. 
his The CHarrMan. I am very much interested in the suggestion that 
ear. the unemployment fund and the sickness fund should be for the pur- 
s in pose for which it is provided and that if there be any who might be 
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just taking unfair advantage it seems to me that they should be weeded 
out. 

Now, it does appear to me, however, that your alternative—as to 
the amount that would be received, the 60 percent of the take-home 
pay I believe you proposed— 

Mr. CatHoun. Yes, sir. 

The CHarrMan. That would actually reduce the amount that an 
unemployed person would be receiving today; would it not? 

Mr. Catuoun. It would somewhat reduce the amount that some 
single men, without dependents are receiving which is dangerously 
high compared to their take-home pay. It would rather substantially 
increase the amount that is now paid persons with dependents under 
the present 50 percent rule. 

The Cuarman. It would do equity to both of them in this sense. 
They would regain the same percentage of their take-home pay. 

Mr. Catnowun. Yes, sir. 

The CuarrMan. | want to thank you very much, both Mr. Calhoun 
and Mr. Monroe, for your presentations this morning. 

do not have on my desk here requests of other witnesses at the 
moment. 

The record is not going to be closed today, however. There un- 
doubtedly wil be some other people including Members of Congress, 
who will want to include statements in the record, but as of this mo- 
ment, the public hearings will be closed. 

I do have some statements. I have one from Mr. Thomas Stack 
which he has asked to be inserted in the record in further explanation 
of some colloquy that he had with members when he appeared before 
the committee, which may be included in the record. 

(The statement referred to is as follows:) 

MARCH 26, 1957. 
Hon. OREN HARRIS, 
Chairman, House Interstate and Foreign, 
Commerce Committee. 

Dear Mr. Chairman: On March 19 I appeared as a witness before your com- 
mittee in support of bills seeking improvements in the Railroad Retirement Act. 
At the close of my remarks I was questioned by your colleagues, Congressmen 
Moss and Younger. 

Mr. Moss attacked my right to take exception to actuarial estimates and as- 
sumptions. It is true lam not an actuary. However, I based my statement and 
testimony on the premise of factual information and experience, in which I tried 
to impart our viewpoint in terms simple enough to be readily understood by the 
members of the committee and by railroad employees at large. 

I have listened to the actuaries who testified at these hearings. Much of their 
testimony was most confusing to many, and was, in fact, not completely under- 
stood by some members of your committee. Therefore, to bring other actuaries 
into the field would only further complicate the matter. 

According to the testimony presented before this committee by Mr. Robert J. 
Myers, Chief Actuary for the Social Security System and by Mr. Abraham M. 
Niessen, Chief Actuary of the Railroad Retirement Board, there was quite a dis- 
crepancy concerning dual-benefit provisions, each actuary attaching weights to 
the effect of dual benefits. 

It is my opinion, based on actual experience since the beginning of the financial 
interchange, that there will be a steady increase in the payments from the 
social security trust fund to the railroad retirement account. At the present time 
railroad employees retiring require 13 quarters of coverage and they will need 2 
additional quarters each year to qualify for benefits in their own rights under 
social security. So, today under present conditions the financial interchange 
shows a material financial gain to the railroad retirement account, but I believe 
that as the years go by those gains should greatly increase, because it will be all 
the harder for career railroaders to qualify for social-security benefits. 


Bi 
M. 
lis- 
to 


‘ial 
the 
me 
d2 
der 
age 
pve 


all 


RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 46] 


Hence, the Railroad Retirement Board will receive the benefit of reimburse- 
ment from the social security trust fund for the account of railroad employees, 
and we feel that with proper weights attached this feature will be very gainful 
to the railroad retirement account in the not-too-distant future. 

Mr. Younger questioned me relative to a statement of mine, on page 10 of my 
testimony, which reads as follows: 

“Many Government securities pay much greater returns. FHA mortgages, 
some Federal certificates and even savings bonds pay in excess of 3 percent, and 
those securities are insured as to their value by the Federal Government, hence 
no loss is anticipated.” 

Mr. Younger took exception to the fact that the bill increasing the yield on 
the savings bonds had not passed both Houses of Congress, consequently, the 
interest had not actually been increased at the time my statement was written. 

Most certainly it was not my intention to mislead the members of this com- 
mittee on that point. Really, it was my earnest desire to make clear that the 
trend at present is to increase the interest yield on all securities for investment, 
whether Government or otherwise. 

I hope that this explanation will clarify, in the minds of the members of your 
committee, any misunderstanding that may have developed from my attempts 
to present the facts, as I saw them, to the committee, and I would like to have 
this statement made a part of the official record in order to correct any possible 
misunderstanding. 

THOMAS G. STACK, 
President, National Railroad Pension Forum, Inc. 


The CuHarrman. There are other statements which will be referred 
to the clerk and the reporter. 


I understand that the representatives of the Railway Labor Execu- 
tives’ Association perhaps desire an opportunity to include some addi- 
tional material in the record. 

Mr. Scuoenr. I think that likely, Mr.Chairman. We have particu- 
larly in mind that some of the bills here discussed have not even been 
introduced at the time we had previously appeared. It may also be 
necessary to submit some additional financial data. 

The Cuamman. Would that be sufficient to satisfy your desires? 

Mr. Scuornr. Yes, I think if we are given an opportunity to submit 
a written statement that will take care of what we have in mind. 

The Cuarrman. Yes, you may have that privilege. 

(The following documents were later submitted for the record :) 


SUPPLEMENTAL STATEMENT ON H. R. 4353 ANp H. R. 4354 py LESTER P. SCHOENE 
ON BEHALF OF , Raltw AY LABOR EXECUTIVES’ ASSOCIATION AND BROTHERHOOD OF 
LOCOMOTIVE ENGINEERS 


In my original testimony I fully discussed the bills H. R. 4353 and H. R. 4354 
and it is not my purpose to elaborate upon that testimony. However, the Asso- 
ciation of American Railroads has seized upon the pendency of the proposals 
contained in these bills to put forth proposed devastating amendments to the 
Railroad Unemployment Insurance Act. These proposals were not before the 
committee at the time I testified but were covered by the subsequent testimony 
of witnesses on behalf of the Association of American Railroads and have been 
embodied in H. R. 6016 and H. R. 6040. This memorandum will be directed 
primarily to those proposals. The financial and economic testimony submitted 
by the Association of American Railroads will be commented upon in a supple- 
mental statement by Mr. E. L. Oliver. 

A general preliminary observation is pertinent. It is elementary that the 
proponents of a measure have the burden of proof of establishing the desirability 
of its enactment. That burden with respect to a proposed radical overhauling 
of the Railroad Unemployment Insurance Act cannot be met except by a demon- 
stration from experience that the actual operation of the system has been so 
unsatisfactory that radical revision is required. The basic essentials of this 
system have been in existence for nearly 20 years and amendments have been 
made from time to time in response to demonstrated needs. Ample experience 
is available upon which to base proposed changes. Theoretical and conjectural 
objections do not suffice. Examination of the hearings before a subcommittee of 











462 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


this committee on H. R. 10127, 75th Congress, 3d session, on May 26, 27, 31, 
June 1, 2, and 3, 1938, reveals that railroad witnesses at that time posed vir- 
tually identical objections to the bill that became the original Railroad Unem- 
ployment Insurance Act. In the absence of experience only theory and con- 
jecture was possible. But a renewal of these objections as a basis for drastic 
revision at this time should certainly be based upon a demonstration that the 
system is defective in actual operation. No such demonstration has been made. 
Abstract argument and theory are again the sole support of the railroad proposals. 

The railroads propose that an individual benefit year and an individual base 
vear for each employee be substituted for the present calendar base year and 
fiscal benefit year and that each individual's base year terminate and his benefit 
year begin when he becomes unemployed. The alleged advantage of this change 
is to eliminate the 6-months’ lag between the end of the base year and the be- 
ginning of the benefit year. It is said that this lag may result in an individual 
who becomes unemployed during this lag period being ineligible for immediate 
benefits and on the other hand drawing benefits up to 18 months after the end 
of the base year. No demonstration is made that in actual operation this con. 
dition results in substantial hardships or inequities. 

The railroad unemployment insurance system is closely integrated with the 
railroad retirement system for administrative purposes. From the wage and 
service reports that the Board is required to maintain under the Railroad Re- 
tirement Act the Board can promptly ascertain from its own records virtually 
all the information required to adjudicate unemployment insurance claims. 
Before the benefit year begins the Board receives all the base year information, 
processes it, and has in the hands of each individual employee as well as readily 
available upon its own records the information from which eligibility for and 
the amount of benefits can be determined. Experience has shown that by this 
system the Board is able to pay the benefits for the first period of unemployment 
within a few days after the end of the first registration period. This is very 
important. When people become unemployed their need for benefit payments 
is immediate and any substantial delay in adjudication would to a substantial 
degree vitiate the purposes of the system. 

Under the railroads’ proposal the Board would have on its own records not 
one item of the necessary information at the time unemployment occurs. Even 
the base year and the benefit year of the individual employees are not ascertain- 
able until unemployment occurs. The Board would then further have to ascer 
tain in each individual case what was the last daily basic rate paid within the 
base year minus withholding taxes and railroad retirement taxes, whether 87 
times the daily basic rate was earned within the base year, whether such earn- 
ings were earned in less than 6 months in the base year, whether those 6 months 
included 2 months in the last half of the base year, whether the employee quit 
his employment without good cause, whether the employee was discharged 
for good cause and whether the employee is or upon application would be en 
titled to either a disability annuity or an age annuity under either the Railroad 
Retirement Act or the Social Security Act. One can only guess at the length 
of time that would be required to obtain all this information in each individual 
case, but it is obvious that unconscionable delays in making initial payments 
would result and that administrative expense would be enormously increased. 
The reason for the present 6-month lag between the end of the base year and the 
beginning of the benefit vear is purely a matter of administrative requirements. 
Inherently there is no other reason why a fixed benefit year could not begin 
immediately upon the conclusion of a fixed base year. We have inquired from 
time to time as to the feasibility of reducing this time interval and beginning 
the benefit year, say, on February 1 or March 1. We are informed, however, 
that this period is required for the Board to receive and process the necessary 
base year data and that it is not feasible to make any substantial reduction 
in the interval. 

The railroads also propose to make drastic restrictions in the conditions for 
qualifications, as they did in 1938. Originally the base year earnings necessary 
to qualify were only $150. The amount of qualifying earnings required has 
been increased from time to time as wage rates and thus earnings opportunities 
have increased. We now propose to increase it to $500 which is more than 3 
times the original qualification requirement. 

The railroads, however, propose to set up a series of hurdles designed to 
exclude employees from qualifying. Not only would the amount of requisite 
base year earnings be drastically increased (i. e. to 87 times the basic daily 
rate, which in the case of a $15 rate, barely above the present minimum, would 
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he over $1,300) but more importantly, earnings would be required in each of 
(} months, 2 of which would have to be in the last half of the base year. In 
support of this proposition the railroads point out that substantial numbers 
of unemployment insurance beneficiaries work in less than 6 months during the 
base year. It is then asserted with no proof whatever that this condition is 
not indicative of unemployment exceeding 6 months but of shifting to nonrailroad 
jobs. The assertion is not only unproven but is contrary to the facts. A sub- 
stantial amount of railroad work, particularly in the northern regions, is 
seasonal and is performed in areas where other work is not readily available 
in the off season. Many of the employees engaged in this seasonal work are 
firmly attached to the industry, return to it year after year, but when the season 
is short may work less than 6 months. These are the classes of employees 
to Whom unemployment insurance benefits are the most vital. A general indi- 
cation of the effect of this seasonality may be gained from page 139 of the 
Retirement Board’s Annual Report for 1956. The table there shows the number 
of unemployment insurance beneficiaries by months from July 1955 through 
June 1956, broken down by major categories of employment. It appears that 
in the group including the maintenance of way employees other than craftsmen 
the number of beneficiaries was rather coustantly around 9,000 during July 
and August and September. It rose sharply to 11,500 in October and continued 
to rise until it reached a peak in January when a gradual decline began; but the 
number was still nearly 16,000 in April and it was not until May that the 
number fell below that of the previous July. It is thus apparent that through- 
out this 7-months’ period substantial numbers were seasonally unemployed ; they 
had not shifted to other jobs and did not have an opportunity to work in each of 
6G months. 

With respect to unemployment due to sickness the railroads propose to im- 
pose all the conditions of eligibility that would apply to unemployment due 
to lack of work, most notably a showing that the individual would be available 
for railroad work if he were not sick. This is patently merely a devise to make 
qualification for benefits more difficult. When an individual is sick he is ob- 
viously not available for work of any kind and whether he would be available 
if he were not sick is irrelevant. The individual must have had the necessary 
work during his base period, an unemployment tax was paid with respect to his 
wages for the purpose of protecting him against unemployment and sickness 
during the ensuing benefit year. He cannot equitably be disqualified if he ex- 
periences sickness during that period. 

The railroads propose to eliminate maternity benefits entirely and in fact 
would go so far as to deny all benefits for unemployment due to sickness in 
the case of pregnant women unless it is shown that the cause of sickness is un- 
related to pregnancy. This is indeed an inhuman and reactionary proposal. 
This committee and the Congress as a whole fully considered the desirability 
of maternity benefits when they were first included in the act. The railroads 
opposed their inclusion for the same reasons that they now urge their elimina- 
tion. Congress disagreed with them and they have shown no new reason for 
reconsideration of that conclusion. When Congress decided to make provision 
for unemployment due to sickness special consideration was given to maternity 
benefits primarily for one very important reason: It is desirable from the 
standpoint of the health of the expectant mother and of the expectant child 
that the expectant mother cease active employment some time earlier than the 
time at which her condition renders her physically unable to work and that she 
remain out of active employment for a reasonable period following childbirth 
even though she might physically be capable of returning to work at the risk of 
permanent impairment of her health; it was recognized, however, that married 
women employees whose economic condition was such as to cause them to be 
holding regular jobs in the industry would be economically forced to run these 
risks of impaired health unless some provision were made to give them partial 
protection against the wage loss that would occur if they avoided these risks. 
These conditions have not changed. The railroads have not shown either that 
the risk of health impairment by working immediately before and immediately 
after childbirth has declined nor have they shown that it is less desirable to 
protect the health of these people than it was when the provision was orig- 
inally enacted. 

In the field of disqualifications the railroads’ proposal seeks again to impose 
harsh and unjustified restrictions upon the payment of benefits. 

They point out, as they did in 1988, that the railroad act differs from un- 
employment compensation acts generally in that it disqualifies employees who 
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are unemployed because of a strike in which they are participating only if the 
strike was commenced in violation of the Railway Labor Act or of the laws of 
the labor organization to which they belong. This difference has existed since 
1938. It was consciously adopted in recognition of the fact that the procedures 
of the Railway Labor Act themselves subject railroad employees to much 
greater restrictions than are applicable to other industrial employees. It was 
believed that the procedures of the Railway Labor Act were such as to assure 
that every means of amicable adjustment of disputes would have been exhausted 
before a strike would occur; consequently, there was no justification for deny- 
ing benefits for unemployment occurring during a strike that was not in viola- 
tion of the Railway Labor Act or of the laws of the organization. Consider, 
by contrast, the situation of employees in other industries. Even today the 
Taft-Hartley Act imposes upon other industrial employees no procedures for 
the adjustment of disputes comparable to those of the Railway Labor Act, al- 
though it might well be that if the strike disqualifications in State unemploy- 
ment compensation acts were reconsidered today in the light of the Taft-Hartley 
Act, they, too, might be relaxed. However, at the time the State unemployment 
compensation acts were being adopted the original Wagner Act was in effect: 
it guaranteed to employees the right to organize and bargain collectively 
through representatives of their own choosing without employer interference 
or coercion and placed no restrictions whatever upon the exercise of collective 
bargaining power: in fact, the exercise of that power was enhanced by the 
Norris-LaGuardia Act’s prohibition upon the Federal Courts’ enjoining strikes 
and similar prohibitions upon the power of State courts through State legis 
lation in many States. 

Nothing has occurred since 1938 to warrant reversal of the policy then 
adopted. The railroads have not undertaken to show that the nature of the 
present disqualification has tended to encourage strikes or to interfere with the 
amicable settlement of disputes in accordance with the purposes of the Railway 
Labor Act. They could make no such showing if they attempted it. It ap- 
pears from page 47 of the annual report of the Railroad Retirement Board 
for 1956 that in the entire year ended June 30, 1956, out of a total of 137,600 
unemployment insurance beneficiaries only 300 were unemployed by reason of 
strikes. 

In the testimony of Mr. D. P. Loomis an effort is made to demonstrate the 
injustice of the limited nature of the present strike disqualification by tracing 
a hypothetical dispute through the procedures of the Railway Labor Act and 
making it appear that at every stage in the handling of the dispute the carrier 
is exerting every effort to achieve an amicable solution whereas the union is 
arbitrarily and relentlessly pressing toward a strike. This is a highly imaginary 
picture bearing no relation to reality. Since the enactment of the Railway 
Labor Act there has been only one railroad strike of major extension both in 
area and in duration. That was the 1955 strike on the Louisville & Nashville 
system which extended into 13 States and lasted for 58 days. 

The circumstances giving rise to that strike are revealing. The nonoperating 
organizations served proposals on the railroads on a national basis pursuant to 
the Railway Labor Act on May 22, 1953, in which they sought improved vaca- 
tions, paid holidays, premium pay for Sunday work, a comprehensive health 
and welfare program for employees and their dependents to be provided by the 
earriers, and free transportation for employees and their families. When it 
appeared that no settlement could be developed on the individual railroads the 
carriers established the customary carriers’ conference committees to handle 
the dispute on a joint national basis. However, because of delays in securing 
national conferences the employees invoked the services of the National Media- 
tion Board on October 20, 1953, 5 months after the proposals had been served. 
The Mediation Board arranged conferences for November 3, 1953, but the car- 
rier committees refused to negotiate on the subjects of health and welfare and 
free transportation, holding those subjects not bargainable. When the em- 
ployees insisted upon bargaining with respect to the entire subject matter of 
their proposals the carriers filed a declaratory judgment suit to determine 
whether they were legally required to bargain on these subjects. This suit was 
dismissed by the district court as not presenting a justiciable controversy and 
during the pendency of an appeal by the carriers from that decision the dispute 
progressed through mediation and the eventual establishment of an Emergency 
Board on December 28, 1953. The Board began its hearings on January 19, 
1954, and continued hearings to April 3, 1954. 

The Emergency Board made its report and recommendations on May 15, 1954, 
1 week short of a year after the unions’ proposals had been served. The recom- 
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mendations were disappointing to the unions, particularly by virtue of the fact 
that only limited health and welfare protection was recommended for employees 
only with the employees to bear one-half of the cost. Nevertheless, negotiations 
proceeded between the carriers committees and the Employees’ National Con- 
ference Committee resulting in a joint national agreement on August 21, 1954, 
which put into effect the recommendations of the Emergency Board on all 
the major railroads of the country except on a number of southeastern roads. 

The Louisville & Nashville system railroads had a personal representative 
on the Southeastern Carriers’ Conference Committee and participated in the 
national handling through conferences, mediation, Emergency Board proceed- 
ings, and subsequent negotiation until about August 10, 1954. By that time 
substantial agreement had been reached on the health and welfare plan pro- 
viding for an equal sharing of costs between carriers and employees. The 
Louisville & Nashville system railroads were not in accord with the terms of 
the agreement reached and withdrew their authority from the Southeastern 
Carriers’ Conference Committee. 

After the agreement of August 21, 1954, the National Mediation Board again 
sought to settle the dispute with the Louisville & Nashville system railroads 
as well as a number of other southeastern railroads who had similarly with- 
drawn from national handling. The organizations patiently persisted in their 
efforts to achieve an amicable settlement and eventually settlements corres- 
ponding to the national agreement were made with the other wihdrawing car- 
riers, but the Louisville & Nashville system railroads remained adamant. The 
major point at isue was the unwillingness of the carrier to require 100 percent 
participation of its employees in the health and welfare plan on a contributory 
basis. The organizations pointed out that the contributory basis was not of 
their seeking but had been recommended by the Emergency Board and indicated 
their willingness to accept a noncontributory plan. The efforts to arrive 
at a settlement continued until March of 1955 at which time the carriers uni- 
laterally put into effect a nonnegotiated health and welfare plan of their own. 
This left the organizations no alternative but a strike. 

After a successful strike of 58 days the organizations nevertheless agreed to 
submit the dispute to a sole arbitrator, agreeing to accept his determination as 
binding ; and returned to work during the arbitration proceedings. 

Notwithstanding the geographic extent and duration of this strike, the number 
of unemployed beneficiaries who were unemployed on account of strike during 
the benefit year 1954-55 was only 18,000 out of a total of 305,900 beneficiaries. 
This appears from page 66 of the Annual Report of the Railroad Retirement 
Board for 1955. 

In light of these facts, experience would indicate that the retention of the 
present limited disqualification is warranted. It does not unduly load the eco- 
nomic scales in favor of the employees. On the contrary, the carrier proposal 
would unduly load the scales the other way. Workingmen today have many 
more fixed charges than they used to have. As living standards have improved 
they have obligated themselves with insurance programs, purchases of homes, 
other installment obligations, etc., which gives the loss of wages during a strike 
a much more formidable impact than it used to have. People can still tighten 
their belts and eat from soup kitchens during strikes as in times gone by. But 
when the loss of wages means the loss of investments accumulated over a period 
of time the bargaining position of the employees has been substantially im- 
paired. 

Another disqualification which the carriers propose to change is that relating 
to voluntary leaving of employment. An individual who voluntarily leaves his 
employment is now disqualified for a period of 30 days: thereafter he may 
draw benefits provided he is available for work but he is not able to find, and 
the Board is not able to find for him, any suitable work. The railroads would 
continue this disqualification until after a return to railroad employment. 
This amounts to a permanent penalty, si nce under the present law it is a con- 
dition of his continued receipt of benefits that he return to employment when- 
ever a suitable job is available. 

The railroads also propose to disqualify employees who are discharged for 
cause. Such a disqualification was contained in the original act in 1988 but was 
removed almost immediately thereafter. The reason for its removal was recog- 
nition of the fact that what is proper cause for discharge is usually highly con- 
troversial and is often the subject of sharp conflict between the carrier and 
the organizations representing employees. Furthermore, under the Railway 
Labor Act the National Railroad Adjustment Board is the tribunal established 
for the solution of such controversies. It was considered most undesirable 
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that the Railroad Retirement Board should resolve such controversies inci- 
dentally to the adjudication of unemployment insurance claims or that it should 
delay the payment of claims pending resolution of the controversy by the Na- 
tional Railroad Adjustment Board. Nothing has occurred since that time to 
cast any doubt upon the wisdom of Congress in removing that disqualification. 

The railroads further propose that there be an employee contribution to the 
payment of benefits for unemployment due to sickness, although that proposal 
is not contained in the bills that have been introduced. In making this proposal 
the carriers are going contrary to the universal trend in other industries and 
in the railroad industry itself. 

It.is true, as the railroads point out, that only a few unemployment com- 
pensation acts provide sickness benefits and in those few an employee contribu- 
tion is provided for. But this is only a fragment of the story. Outside the 
railroad industry, provision for compensation for wages lost through sickness 
as well as medical and hospital care are generally provided for through the 
collectively bargained health and welfare plans. These plans have tended more 
and more to be set up on a noncontributory basis or to be converted to a non- 
contributory basis if initially set up on a contributory basis. Today the over- 
whelming preponderance of such plans are on a noncontributory basis. 

In the railroad industry itself the nonoperating employees are provided hospital 
and medical care, as distinguished from reimbursement for wage loss, through 
a collectively bargained national plan. This plan was first set up under the 
agreement of August 21, 1954. In a little over 1 year it was converted to a 
noncontributory basis so far as employee protection was concerned and on No- 
vember 1, 1956, it became noncontributory with respect to dependents protection 
as well as employee protection. 

The final assault that the railroads propose to make on the railroad unem- 
ployment insurance system is a reduction in benefit levels. This is to be accom- 
plished by the elimination of base year earnings as a measure of the daily benefit 
rate and by the substitution therefor of 60 percent of take-home pay after de- 
duction of withholding taxes and railroad retirement taxes. At first blush, the 
proposal to pay 60 percent of take-home pay May appear generous as compared 
with the present minimum of 50 percent of the last daily rate of pay, especially 
when combined with the railroads’ representation that the base year measure 
now has little practical application. The practical effect of the proposals, how- 
ever, is vicious. 

An individual who is fully employed during his base year at a daily rate of 
pay of $15.33 or more would earn $4,000 or more in his base year and would 
thus qualify for unemployment benefits at the daily rate of $8.50 under the 
present law even though that is in excess of the minimum of 50 percent of his 
last daily rate of pay. Under the carrier proposal, however, this rate, for 
purposes of measuring benefits, would be reduced by $1.85 (in the case of an 
employee with one dependent) of income tax withholding and $0.95 railroad 
retirement tax leaving $12.53 as the rate upon which benefits would be based. 
Sixty percent of that rate produces a benefit of approximately $7.50 or $1 less 
per day than the present law provides. 

The disingenuous explanation that take-home pay is the proper basis for 
measuring wage loss becomes particularly odious upon analysis. Congress has 
exempted unemployment insurance benefits from income taxation in order to 
avoid any diminution of these meager means of support. The railroads’ pro- 
posal to reduce the daily rate of pay as a measure of benefits by the amount of 
income tax withholdings is in effect to diminish the unemployment benefit by 
the equivalent of income taxes thereon and to retain such amount in the Railroad 
Unemployment Insurance Account to the advantage of the carriers. In other 
words, what Congress has seen fit to forego by way of income taxes on unemploy- 
ment insurance benetits the railroads would in effect recapture for their own 
advantage. The proposal as concerns railroad retirement taxes is even more 
shocking. Unemployment insurance benefits are not compensation and the em- 
ployee receives no credit either in time or money toward his railroad retirement 
benefits. Nevertheless, the railroads’ proposal would in effect levy the railroad 
retirement tax on the unemployment insurance benefits without giving any 
railroad retirement credit therefor. 

The use of the last daily rate of pay as the exclusive measure of benefits 
operates unfairly in another respect. By operation of seniority rules, in a period 
of declining eniployment, employees are frequently bumped from higher paying 
positions to lower paying positions. Consequently, employees with some years 
of seniority who become unemployed may be holding positions immediately 
prior to unemployment on which the rate of pay bears no relationship to the 
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rate of the position held during most of the base year. The carrier proposal 
would make the lowest rate of pay drawn immediately prior to layoff the exclusive 
measure of benefit payment. 

It is true that the level of railroad unemployment insurance benefits is some- 
what higher than that generally prevailing under the State Unemployment 
Compensation Acts. This is not because the railroad level is too high but because 
the level under State laws has been allowed to become obsolete. The obsolete 
nature of the benefit levels under State laws is eloquently attested by the rapid 
spread of collectively bargained supplemental unemployment benefit plans in 
other industries. It is my personal judgment that it would have been preferable 
if the level of benefits under State laws had kept pace with the requirements 
and had thus obviated the necessity for supplemental plans. I suspect that the 
reason they have not done so is that groups of industrial employees have had 
the collective bargaining strength to obtain more adequate benefits for them- 
selves through supplemental plans but may not have felt that they had the 
political strength to obtain adequate benefits for all workers under the State 
plans through legislation. The nature and extent of these supplemental plans 
is discussed in more detail in the testimony and supplemental statement of Mr. 
Oliver. We have not sought supplemental plans in the railroad industry. The 
fact that we have not done so is no reason why the level of benefits under the 
Railroad Unemployment Insurance Act should be depressed to the levels of State 
laws. 


SUPPLEMENTARY STATEMENT ON BEHALF OF RAILWAY LABOR EXECUTIVES’ ASSOCIA- 
TION AND BROTHERHOOD OF LOCOMOTIVE ENGINEERS BY E. L. OLIVER, ECONOMIC 
ADVISER, APRIL 26, 1957 


The principal issues involved in the consideration of H. R. 4353 and H. R. 
4354 were covered in my original statement to the committee. This state- 
ment is directed to comment upon evidence given by the carriers. 

Statements presented by carrier representatives were largely based upon 
two contentions that are not themselves well founded. The first is the claim 
that benefits provided under proposed changes in the Railroad Unemployment 
Insurance Act are unduly liberal, because the laws of the various States 
provide lesser benefits. The second is the claim that proposed changes in re- 
tirement and unemployment compensation laws would impose serious added 
costs upon an industry already in a critical financial condition. 

With respect to the first of these contentions, it is neither sound nor equitable 
to base criticism of the proposed railroad legislation upon comparisons with 
existing State laws, for unemployment or sickness compensation. State legis- 
lation in this field, as in so many others, is primarily concerned with the 
establishment of minimum standards. Those standards are now being supple- 
mented by additional compensation, provided in collective bargaining agree- 
ments, for a very large part of American industry. These supplementary 
compensation provisions are adapted to the needs of the individual industries 
in a way that is impossible for those industries through State laws. Such 
adaptation, however, is not only feasible but is also well recognized procedure 
for the railway industry under Federal legislation. 

With respect to sickness benefits, the statement of Mr. Leonard Calhoun, 
for the Association of American Railroads, refers to the State disability in- 
surance laws of New York, New Jersey, California, and Rhode Island, point- 
ing out that “in general the cost of such benefits is paid by the employees.” 
These State laws only establish minimum standards; they specifically permit 
private plans to be substituted, only laying down minimum requirements for 
such private plans. In July of 1954, according to the United States Depart- 
ment of Labor, private plans covered 48 percent of California workers, 65 
percent of New Jersey workers, and an estimated 97 percent of New York 
workers. What these private plans provide is in part indicated by a national 
study of the subject, made by the Bureau of National Affairs in 1956. The 
sSureau of National Affairs is a reporting agency supplying information and 
advice to employers on collective bargaining standards. This Bureau reported 
that 16 percent of union contracts provided paid sick leave for employees; 
43 percent of all contracts studied provided for sickness and accident in- 
surance. All sick leave is paid for by employers; in nearly 60 percent of 
union agreements providing health and welfare insurance, employers pay the 
entire cost. This, incidentally, is the basis of health and welfare insurance in 
the railway industry—which does not include sickness and accident benefits. 
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Specific illustrations of private sickness benefit plans in the States with 
disability insurance laws may best be taken from the local transit and over- 
the-road bus industries. The largest bus transportation company operating 
in the State of New Jersey—and one of the largest in the United States—is 
the Public Service Coordinated Transport Co. That company has an agree- 
ment with the Amalgamated Association of Street, Electric Railway and Motor 
Coach Employes of America, providing for sickness and accident benefits of 
$30 per week, for a period of 26 weeks, paid for entirely by the company. As 
an illustration of a common alternative practice, in another of the States with 
disability insurance by law, full paid sick leave of varying amounts is pro- 
vided in collective bargaining agreements covering employees of local bus 
companies in Oakland, Sacramento, Monterey, San Mateo, Los Angeles, Al- 
hambra, and San Diego, in California, and of the Pacific Greyhound Co., with 
headquarters in San Francisco, Calif. Employees of the municipally owned 
Street railways in San Francisco are granted paid sick leave, cumulative to 6 
months, without cost to them. 

Benefits and other provisions of State unemployment compensation laws are 
even less representative of the practice actually prevailing in major American 
industries, under supplemental unemployment benefit systems. 

In my earlier statement to the committee, dealing in part with this subject, 
it was pointed out that many such supplemental unemployment compensation 
systems exist. More than 200 of.the collective bargaining agreements were 
specifically cited covering millions of employees. Benefits payable under three 
of the principal agreements were compared with those that would be paid 
under the proposed amendments to the Railroad Unemployment Insurance Act. 

The three collective bargaining agreements were in the steel, automobile, 
and container industries. The unions, parties to those agreements, were three 
of the largest in the Nation—the United Steelworkers of America, the United 
Automobile Workers, and the International Association of Machinists. The 
maximum weekly benefits under each of those agreements (added to payments 
under State laws) now exceed the maximum payable to railway workers under 
the Federal law—and even with the proposed amendments, railway workers 
will still not be eligible for weekly benefits as large as those payable in these 
representative major industries. Maximum annual benefits under the present 
Railroad Unemployment Insurance Act are lower than those available to em- 
ployees in any of the three industries ; with the proposed amendments, maximum 
annual railway benefits will still be below those available to employees in the 
steel or container industries. 

So far as the duration of benefits under the Railway Unemployment In- 
surance Act is concerned, it is equally unsound to go to State laws for com- 
parisons. The peculiar conditions of the railway industry have led to specific 
provisions for longer term employee protection, in Federal railway legislation, 
in Interstate Commerce Commission action, and in the Washington agreement 
between the carriers and the railway labor organizations. These precedents 
have already been cited, by representatives of the employees, in these hearings. 
Incorporation of this proposed change in pending railroad unemployment com- 
pensation legislation is not to be judged by State laws fixing minimum stand- 
ards applicable indiscriminately to all industries, or by private plans specifically 
adapted to the needs of other major industries, but rather by legislative and 
other precedents in the railway industry of 20 years and longer history. By 
those precedents, the proposed duration of unemployment benefits is fully 
justified. 

The second basic contention of the carriers is that the railway industry is in 
critical financial condition, unable to stand the increased costs particularly of 
the proposed improvements in the Railroad Unemployment Insurance Act. 
There is especial reference to the cost of extended benefits for displaced em- 
ployees of long service. 

Statistics presented to the committee in connection with my previous state- 
ment demonstrate the possibility of reemployment on the railways of older 
railway workers being released as a result of technological and other change. 
The railways are annually hiring many more new and inexperienced workers 
than the number of older, experienced workers being displaced from the indus- 
try. Even under the provisions of the law as it now stands, the carriers have 
incurred substantial needless cost, by this policy of leaving older experienced 
workers to draw unemployment compensation, and replacing them with inex- 
perienced new workers. An incalculable additional cost has been incurred in 
the training of the new employees. If that policy is, as it can and should be, 
changed to give high priority to experienced workers in filling vacancies, the 
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actual cost to the carriers of the new scale and duration of benefits will be 
negligible. With the incentive of the requirement that unemployed senior rail- 
way workers must be given the added protection proposed in the pending bills, 
the carriers will have every reason to cooperate with the Railroad Retirement 
Board in relocating the older experienced men now being ruthlessly ejected from 
the industry. 

Against these costs, which may be kept very low if the carriers modernize and 
humanize their employment policy, must be set the fact that the industry has 
rarely been in so healthy a condition financially as it is today. Most of the 
comparisons offered by the carriers to the committee upon this subject place the 
1955 and 1956 figures against the 1929 operating results. It is true that 1929 
was a boom year, during which American railroads compressed costs—espe- 
cially wages—and realized extremely high net profits. It is equally true that 
the financial practices of these carriers and American industry generally dur- 
ing 1929 and the immediately preceding years found their natural result in the 
great depression. 

But, even by comparison with 1929, current operating results of the railways 
show up very favorably. The carriers have given to the committee data on 
their working capital, claiming it to be a significant measure of their financial 
difficulties. The best measure of current or liquid condition of the carriers is 
the ratio of their current assets to current liabilities. That ratio, in 1929, 
was 1.2; in 1955, the ratio was 1.75; in 1956, 1.67. Net current assets in 1929 
totaled $285,000,000; in 1956, that net was $1,400,000,000 (table I). 

The ratio of net current assets to average monthly expenses provides another 
measure of working capital. In 1929, net current assets were only three-fourths 
of average monthly expenses. In 1956, net current assets were more than twice 
as great as average monthly expenses (table II). The postwar ratio has never 
been less than 2 to 1. 

The carriers have repeated the constantly reiterated claim that the industry 
is in critical shape because a smaller proportion of total traffic is being hauled 
by rail than in earlier years. It is true that other transportation facilities are 
growing faster than the railways, but it is not true that railway traffic is 
shrinking. The rails handled 500 billion traffic units in 1929, and over 700 
billion units in 1956. Railway traffic last year was greater, per capita of our 
population, and much greater per dollar of net investment, than in 1930, or in 
the preceding decade; greater even than in 1929. Competitive handicaps under 
which the railways operate have not prevented their growth faster than the 
general growth of our population (table III). 

The carriers have claimed that, as a result of current unfavorable conditions, 
funds for replacement or expansion of the railway plant are not available. In 
fact, however, the carriers have had an increasing fund available, from net 
profits and depreciation, to take care of these requirements. The year 1955 
gave them their greatest total in net income and depreciation, with the excep- 
tion of 1945. Last year, 1956, was the second highest in funds available from 
operation for replacement, additions, and betterments. The highest, 1945, was 
made so by special amortization action at the end of the war (table IV). 

These funds have been largely invested in carrier plant and equipment since 
the end of World War II. The total of such investments has been $13% billion; 
that represents $11,000 per employee. By comparison, the investment of all 
manufacturing industries in the United States, per employee, during the same 
period, was only $7,500 (table V). 

The carriers have compared railway net income and those of other industries 
on the basis of net worth. The First National City Bank of New York, which 
publishes the figures cited by the carriers, makes these comparisons on two 
bases—the ratio of net income to net worth, and to gross revenue. The 1956 
figures, just published by the First National City Bank, show the railway net 
income per dollar of gross revenue to have been 8.3 cents; the average for all 
transportation was 7.5 cents, for all industry, 6.3 cents, and for manufacturing, 
6 cents. The highest returns were in public utilities (13.5 cents) and mining 
(10.3 cents). Lowest returns were for amusements (5.4 cents) and trade 
(2.6 cents). But the railway return per dollar of revenue exceeded the national 
average for all industry by 2 cents—more than 30 percent (table VI). 

The national trend ,in net income per dollar of revenue, is given in figures 
published by the Department of Commerce. The railway showing in 1956 is less 
favorable than at the 1929 peak; net income per dollar of revenue has dropped 
from 14.5 to 8.3 cents. But the average for all industry, measured by corpo- 
rate profits after taxes and the gross national product, has dropped from 7.9 to 
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5.2 cents. The railway showing was better in 1929 and in 1956, than the na- 
tional average (table VII). 

Railway wage costs have risen since 1929, but not quite as much as wage costs 
for American industry generally. Railway workers received 42.6 cents of every 
revenue dollar taken in by the carriers in 1929; 48.9 cents of every dollar of 
eross national product went to American workers in 1929. In 1956, railway 
wage costs took 51.1 cents of every dollar of railway revenue; workers in 
American industry generally received in compensation 58 cents of every dollar 
in the gross national product. Railway wage costs had taken 8.5 cents more 
of the revenue dollar, while workers in industry generally received 9.1 cents 
more of the revenue dollar than in 1929 (table VIII). 

Much has been made, in carrier statements to the committee, of rising wage 
costs, attributed to improved wages and working conditions and higher payroll 
taxes. The facts in this connection have already been given the committee, but 
should be recalled now. Wage rates and payroll-tax rates were at their high- 
est in 1956, in the postwar period. But labor cost per thousand traffic units was 
lower than in 1952, 1953, or 1954. Unit labor cost was the same in 1955 as in 
1951 (table IX). Although there has been great inflation of the price level 
since 1945, labor costs in 1956 took less of the revenue dollar, and exactly the 
same proportion of operating expenses, as in 1946 (table X). Actual compen- 
sation figures, including payroll taxes, prove beyond question that the increased 
man-hour productivity of railway employees has more than compensated for 
the rising hourly rates and payroll taxes of the past decade. 

General operating and financial results over the period since World War I 
were submitted with my earlier statement to the committee and need not be 
recapitulated here. On the basis of those operating results—of traffic, reve- 
nues, expenses, wage costs, net income, current net assets, and funds available 
for investment—there can be no question but that the railways are in the best 
of financial health, amply able to meet whatever increased costs they may not be 
able to avoid by modernized personnel policy, with the adoption of the unem- 
ployment-compensation bases in the proposed legislation, 


Tasie I.—Current assets and current liabilities, class I line-haul railways, 
1929-56 


[In thousands] 
Total current |Total current | Net current | Ratio, current 


Yeat assets liabilities | assets } assets to cur 
rent liabilities 








1929 $1, 717, 953 $1, 433, 203 $284, 750 1.20 
1933 1, 034, 560 1, 316, —281, 680 79 
1936 1, 292, 421 1, 633, 56 —341, 147 79 
1939 1, 292, 705 1, 946, 97 654, 224 66 
1940 1, 442, 143 25, fi 516, 534 1. 56 
1941 1,914, 544 1 5, ¢ 799, 224 | 1. 72 
1942 3, 065, 093 1, 806, OF | : 1.70 
1943 4, 497, 065 2, 923, . 1. 54 
1944 4, 488, 042 2, 844, ‘ ! 1. 58 
1945 4. 345, 830 2, 198 4 | 2. 06 
1946 3, 494, 260 1, 584 1, 909, 827 2. 21 
1947 3, 575, 914 1, 942 1, 633, 142 1. 84 
1948 3, 676, 170 2, O66 1, 609, 375 1.78 
1949 3, 067, 146 1, 696 1, 370, 588 1.81 
1950 3, 758, 429 2, 226, 1, 531, 735 | 1.69 
1951 3, 702, 505 | 2, 262, 1, 440, 069 1. 64 
1952 3, 796, 770 2. 278, 1, 518, 520 1. 67 
1953 3, 619, 989 2,175 1, 444, 683 1. 66 
1954 3, 297, 315 1, 790 1, 507, 258 1.84 
1955 3, , 474 2, 129, 1, 603, 882 1. 75 
1956 3, 535, 824 2, 117, 977 1, 417, 847 1. 67 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statement M. 125, 
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TABLE II.—Relationship of net current assets to railway operating expenses, 
class I line-haul railways, 1929-56 


| Net Current | 


Average 


Ratio, net 






Year } assets ! | monthly leurrent assets 
expenses | to expenses 

bles aa id _et iictnadadptaniis SE cscs 
s | 
1929_- wen $284, 750 | $375, 503 | 0. 76 
1933 — 281, 680 187, 435 
1936 —341, 147 | 244, 284 | 
1939 —654, 224 | 243, 183 | 
1940. | 516, 534 257, 450 | 2.01 
1941 799, 224 | 305, 351 | 2. 62 
1942 1, 259, 063 | 383, 3. 28 
1943 __-2...| 1,873,987 | 471, 453 | 3. 34 
1944 1, 832 523, 503 | 3. 14 
1945 2, 585 587, 633 3. 81 
1946 1, 827 | 529, 782 | 3. 60 
1947__ l, 142 | 566, 436 | 2. 88 
1948 1, 622, 667 | 2. 58 
1949 1, 574, 316 2.39 
1950 | 1, 588, 271 | 2. 60 
1951 l, 670, 104 | 2.15 
1952 1,! 671, 040 2. 26 
1953 1, 677, 933 2.13 
1954 1, 615, 372 | 2.45 
1955... | 1, 637, 199 | 2. 52 
1956 1, 675, 687 2. 10 





1 Current assets minus current liabilities. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statements 
M-100 and M-125 


TasLe ILIl.—Railway traffic, railway investment, and population trends, 1929-56 





Population Traffic units per 
Revenue including Net invest- 
Year traffie units Armed ment after 
Forces over- | depreciation Capita | Dollar of net 
seas | investment 
Millions Thousands Thousands 
1929 509, 470 1 123, 188 $23, 868, 075 | 4,136 | 21. 345 
1930 437, 079 123,188 | 24,175, 911 3, 548 | 18. 079 
1940 420, 778 132, 122 23, 168, 228 3, 185 18. 162 
1950 652, 098 151, 683 24, 591, 862 4, 299 } 26. 517 
1955 680, 666 165, 248 26, 851, 343 4,119 25. 349 
1956 2 705, 227 168,091 | 27,001, 000 4, 196 | 26. 119 
' 


| Population including Armed Forces overseas not available for 1929. 
2 Estimated on basis of Ist 11 months. 
’ Carriers’ Exhibit No. 27, p. 3, Emergency Board Proceedings No. 116. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Transport Statis- 
tics in the United States; Statement M-220; Association of American Railroads, bureau of railway economics, 
Railroad Transportation; carriers’ exhibit No. 27, Emergency Board Proceedings No. 116; United States 
Department of Commerce, Statistical Abstract of the United States; Joint Economic Committee, Eco- 
nomic Indicators, March 1957. 
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TABLE IV.—Net income and depreciation charges, class I line-haul railways in 
the United States, 1921-56 
[In thousands} 
Funds 


| | available 
from oper- 


Funds 
available 
from oper- 








Year | Net Deprecia- ations for Year Net Deprecia- | ations for 

income tion improve- income tion improve- 

ment of ment of 

railroad railroad 

plants ! plants ! 
| ie $313, 563 $155, 968 $469, 531 1939__.___ ] $93,182 | $201, 852 | $295, 034 
1922 é 369, 573 169, § 539, 381 || 1940 | 188,851 | 205, 860 | 394, 711 
1923___- 554, 995 205, 760, 065 1941 499, 765 | x 733, 105 
1924 558, 466 208, 766 1942 901, 713 1, 239, 894 
1925____ 700, 831 223, 925 924, 7 1943 873, 478 | 1, 339, 003 
1926___- 809, 054 231, 1, 040, 1944 __ 667, 188 1, 207, 649 
1927 2, 900 239, 912, 084 1945___. 450, 434 LB | 1, 637, 278 
1928__ }, 824 241,7 1, 028, 543 || 1946____ 287, 139 653, 041 
1929____ 3, 807 259, ¢ 1, 156, 182 1947 ~ 478, 875 | 864, 638 
1930 . 907 243, 767,160 || 1948____ 698, 057 1, 107, 367 
1931____ . 762 221, 6 356, 373 1949 2 438, 158 879, 816 
1932__- 39, 204 209, 69,907 || 1950 783, 572 | 1, 250, 161 
1933__. 5, 863 199, ¢ 194, 054 1951 693, 176 | 1, 178, 336 
1934___. ), 887 192, ¢ 175, 500 1952_ } 825, 396 1, 338, 455 
1935____ 7, 539 194, 202, 164 1953__.. 903, 227 1, 437, 684 
1936 164, 630 193, ! d 1954____ 681, 690 | 1, 228, 957 
ee 98, 058 197, 1955 927, 122 1, 481, 719 
1938___ —123, 471 201, 825 1956___- E 874, 000 1, 443, 644 





! Includes funds available for replacements, and additions and betterments. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, Statements 
M-100 and M-125. 


TABLE V.—Postwar investment in new plant and equipment related to employ- 
ment, all manufacturing and class I line-haul raiheays 


Manufacturing | Railways 








Year | | | 
Employ- |Investment| Employ- |Investment 
Investment ment | per Investment} ment per 
| | employee | employce 
Millions | Thousands | | Millions | Thousands 

1945__- $3, 983 15, 302 | $260 | $552 42 $389 
1946__ 6,790 | 14, 461 470 573 | 422 
1947 _. 8, 703 15, 290 | 569 | 906 | 670 
1948__- 9, 134 | 15, 321 596 1, 319 | 994 
7.149| 14,178} 504 | 1, 350 | 1, 133 

7,491 | 14, 967 | 501 | 1,111 | 911 

10, 852 16, 082 675 1, 474 | 1, 155 

11, 632 | 16, 334 712 1, 396 | 1, 139 

11.998 17, 238 691 1, 311 | 1, 087 

11. 038 15, 995 | 690 854 | 893 

11, 439 16, 557 | 691 | 923 872 

14. 934 16, 893 884 | 1. 263 1, 211 

ist quarter, 1957 ' 3, 812 2 16, 921 225 | 1392 395 

Total through Ist quar- 
ter, 1957 118, 865 7, 518 13. 424 


1 Estimate. 


2 Preliminary estimate for Ist 2 months. 


15, 811 | 


1, 219 11, 094 


Source of basic data: U. 8S. Department of Commerce, Survey of Current Business, April 1952, April 1954, 





March 1955, and December 1956; Interstate Commerce Commission, Statistics of Railways in the United 
States, 1945-53, Transport Statistics in the United States, 1954 and 1955, Statement M-300, 1956; Joint 
Economic Committee, Economic Indicators, March 1957. 
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TABLE VI. Net income per dollar of gross revenues, leading corporations in the 
United States, 1956 
Vet income 
per dollar 
of gross 
revenues, cents 
Publie utilities____ ‘ f ‘ ‘ 13.5 


Industrial groups 


= 


Mining and quarrying___- nO See ee ae J siecle Bcd Scanucki SOD 
Class I railroads. ptahig dis cits Rat ee os eet em . wd S bsstets 8.3 
Transportation ‘ 7 ha 5 ee = 7.5 


on ses ons when da a — ee i.e 
Grand total, all industries Be 2 a: Me ie al i ina 6.3 
Manufacturing cedttaciat Fee ee hae ais Se eee aie as 6.0 
Amusements, services, ete_._.._-_--__-__-- niece bo hast Sect ccecnaseaeae 5. 4 
Trace..... st es si akin daha a cea la ae co ee 2.6 


Source: First National City Bank of New York, Monthly Letter, Business and Economic 
Conditions, April 1957, Net Income of Leading Corporations for the Years 1955 and 1956, 
p. 41 


TABLE VII.—Railiway net income per dollar of revenue and corporate profits per 
dollar of gross national product 


Railway Corporate 
net income | Corporate profits 

Railway Railway per dollar profits Gross after tax 

Year net income | operating | of railway after national per dollar 
revenue operating taxes product of gross 

revenue national 


product 









Thousands | Thousands Millions Millions 
1929 $896, 807 | $6, 279, 521 $0. 143 $8, 259 $104, 436 $0. 079 
1955 927,122 | 10, 106, 330 . 092 21, 100 390, 900 . 054 


1956__. 1 874,000 | 10, 550, 936 . O83 21, 500 412, 400 | . 052 


| Preliminary estimate of Association of American Railroads. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, 1929, 1955; 1956 
Statement M-100; U. S. Department of Commerce, Survey of Current Business; Association of American 
Railroads. 


TABLE VIII.—Railway wage costs per dollar of revenue, and compensation of all 
employees per dollar of gross national product 





Compensa- 
tion of all 
Wage costs | Compensa- | employees 
Railway Railway per dollar | tion of all Gross__| in national 
Year wage operating | of railway | employees national | income per 
costs ! revenue operating | in national product | dollar of 
revenue income gross 
| national 
product 
Thousands | Thousands | Millions Millions 
1929__. $2, 674, O86 | $6, 279, 521 $0. 426 $51, 085 $104, 436 $0. 489 
1955 5, 035, 455 10, 106, 330 . 498 223, 200 390, 900 . 57 
1956 5, 395, 028 | 10, 550, 936 . 511 239, 100 412, 400 . 580 


1 Total wages chargeable to operations plus payroll taxes. 


Source: Interstate Commerce Commission, Statistics of Railways in the United States, 1929, 1955; 1956 
Statement M-100; U. S. Department of Commerce, Survey of Current Business; Association of American 
Railroads. 
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TABLE IX.—T rend of unit wage costs all class I line-haul railways, 1946-56 


| | 
Revenue | Wages per | Revenue | Wages per 


Period Wage costs ! traffic | thousand Period | Wage costs ! traffic | thousand 
units | traffic units | units | traffic units 
Thousands | Millions | | Thousands | Millions 

1946____ $4, 230, 114 721, 329 $5. 86 1962_._. $5, 354, 901 682, 774 $7. 84 

1947 4, 492, 927 | 746, 569 6. 02 1953 5, 349, 563 669, 124 7.99 

1948 4, 802, 988 720, 275 | 6. 67 || 1954 4, 897, 986 607, 831 | 8. 06 

1949___. 4,445, 124 | 7.45 || 1955 5, 035, 455 680, 666 7. 40 

1950 4, 641, 098 7.12 1956, 5, 395, 028 705, 227 7. 65 

1951__ 5, 298, 125 | 7. 40 | | 





| } | 


| Total wages chargeable to operations plus payroll taxes. 


Source of basic data: Interstate Commerce Commission, Statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


TaBLe X.—Wage costs per dollar of operating revenues and expenses all class I 
line-haul railways, 1946-56 





| | W ages 
Period Wage Operating | Operating 
|} costs! | revenues expenses Per dollar | Per dollar 
| of operating of operating 
| revenues expenses 
| 
Thousands | Thousands | Thousands | 
1946 $4, 230, 114 | $7, 627, 651 $6, 357, 415 $0. 555 $0. 665 
1947 | 4,492,927 | 8,684,918 | 6, 517 661 
1948 | 4,802,988 | 9,671,722 | 7, 497 643 
1949 4,445,124 | 8,580,142] 6, 518 | 645 
1956 | 4,641,098 | 9,473,093 | 7, 490 657 
1951 5, 298, 125 | 10,390,611 | 8, 510 659 
1952 | 5,354,901 | 10,580,762 | 8, 506 665 
1953 5, 349, 663 | 10, 664,169 | 8, 502 | 658 
1954 ; 9, 370, 826 7, 384, 523 663 
1955. - | 5, | 10,106,330 | 7, 646, 418 | . 498 659 
1956 5, 395, 028 | 10,550,936 | 8, 108, 273 | 511 665 


| Total wages chargeable to operations plus payroll taxes 


Source of basic data: Interstate Commerce Commission, Statements M-300, M-100, and M-220, and 
Transport Economics; Association of American Railroads, Statistics of Railways of Class I, 1946-55. 


ASSOCIATION OF AMERICAN RAILROADS, 
LAW DEPARTMENT, 
Washington, D. C., May 16, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States House of Representatives, Washington, D.C. 


DeaR Mr. Harris: During the course of hearings in March 1957 before your 
committee with respect to railroad retirement and unemployment insurance leg- 
islation, the representatives of the Railway Labor Executives Association indi- 
cated that they might desire an opportunity to include some additional mate- 
rial in the record. You stated that interested parties could submit any further 
information they desired. Accordingly, Mr. Lester Schoene filed with your com- 
mittee, on about May 1, a supplemental statement dealing particularly with 
H. R. 6016 and H. R. 6040, bills supported by the railroads. 

On behalf of the railroad industry we have prepared a number of memo- 
randums dealing with the various contentions of the railroad brotherhoods as 
presented by Mr. Schoene and I enclose those memorandums herewith. They 
are entitled : 

1. Alleged Administrative Difficulties and Delays; 

2. The “Base Year” and “Benefit Year” Issue in the Railroad Unemployment 
Insurance Act Legislation ; 

3. Issues Raised by the Railroads’ Proposed Method of Computing Benefits; 

4. Limiting Benefits to Genuine Railroad Employees ; 

5. Railroad Unemployment Insurance Benefits for Strikers ; 
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6. Maternity Benefits; 

7. Disqualification on Discharge for Misconduct; and 

8. Extended Unemployment Insurance Benefits. 

This is to request that this letter and its enclosures be made a part of the 
record of the hearings before your committee on H. R. 4353 and other bills. 

In addition to furnishing a copy of this letter with attachments to the clerk 
of the House Committee on Interstate and Foreign Commerce, I am handing 
a copy of the letter with its attachments to each member of your committee. 

Respectfully yours, 
GERALD I), FINNEY. 


ALLEGED ADMINISTRATIVE DIFFICULTIES AND DELAYS 


The railway labor executives’ representative, in opposing the railroad’s pro- 
posed changes in the Railroad Unemployment Act, made a series of statements 
to support a conclusion that if these proposals were adopted “One can only guess 
at the length of time that would be required to obtain all this information in 
each individual case, but it is obvious that unconscionable delays in making 
initial payments would result and that administrative expense would be enor- 
mously increased.” 

In view of their demands for enormously increased benefits, it seems odd for 
the railway labor executives to express concern Over any increased administra- 
tive expenses. Increased expenses are, of course, of great concern to the rail- 
roads as they bear the entire cost of the system. In framing the railroads’ 
proposals, administrative expenses both of the Board and expenses of the rail- 
roads in supplying data and feasibility of operation were examined into in the 
light of State system experience. 

Analysis of the statements submitted on behalf of the railway labor execu- 
tives supporting their alleged fears of “unconscionable delays” in benefit pay- 
ments, makes clear that both these statements and the conciusion are withvut 
factual basis and are a mere smokescreen. The initial statement is that: “From 
the wage and service reports that the Board is required to maintain under the 
Railroad Retirement Act the Board can promptly ascertain from its own records 
virtually all the information required to adjudicate unemployment insurance 
claims.” 

The “Board’s own records” supply historical wage data—only one of the 
many types of data necessary in administering the system. 

The Board has data supplied by the railroads annually as to wages and months 
of service of each railroad employee. The railroads must, of course, keep all 
this data and propose to supply it at the time a person claims benefits. This is 
the practice under most State systems and has not resulted in the “unconscion- 
able delays” which the railway executives’ spokesman alleges that he fears. 

To quote another part of the railway labor representatives statement: “ample 
experience is availabie on which to base proposeu changes. Theoretical and 
conjectural objections do not suffice.” 

“Separation reporting” of much more detailed wage data than is required by 
the railroad proposal is being done successfully every day by many States. For 
example, to quote from the United States Department of Labor publication 
Comparison of State Unemployment Insurance Laws as of December 1955: 
“Michigan, New Jersey, New York, and Wisconsin require that an individual 
must have worked a specified number of weeks with at least a specified weekly 
wage.” 

This means, of course, that the employer must supply data when a claim is 
filed, showing the weeks of claimant’s employment in the base period and the 
amount of his wages in each week. In contrast, the railroads would be required 
under the railroad proposal to report merely total wages for the base period 
and “months of service’—data which they are already required to keep in 
connection with railroad retirement. 

There is no question but that the States with wage data reported on a separa- 
tion basis operate effectively and with no undue administrative difficulty, even 
though they deal with very large numbers of small employers. The railway 
labor executives’ statement ignores this “ample experience.” It faiis to show 
any reason why separation reports would not be equally successful for the rail- 
road system. Instead, the statement violates the railway labor executives’ rep- 
resentative’s own observation that “theoretical and conjectural objections do 
not suffice.” 

90453—57——_31 
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The further objection is made that “under the railroad’s proposal the Board 
would have on its own records not one item of the necessary information at. the 
time unemployment occurs. Even the base year and the benefit year of the in- 
dividual employee are not ascertainable until unemployment occurs.” 

This is, of course, merely an emotional description—the data he refers to is 
wage data supplied currently when a claim is filed by employers in the many 
States requiring separation reports, and would be similarly supplied the rail- 
road system by railroads under the railroads’ proposal. 

The next part of the statement is that “The Board would then further have to 
ascertain in each individual case what was the last daily basic rate paid within 
the base year * * *” 

This statement is either made in ignorance or is deliberately misleading, 
Last daily benefit rate is not presently in the annual wage report records of the 
Board. 

Since 1954, as each employee must be paid the higher of (1) the schedule 
benefit or (2) 50 percent “of the last daily benefit rate paid within the base 
year,” this latter must be ascertained from data gathered when the individual 
first claims benefits in the benefit year—just as would be the case under the 
railroad proposal. Insofar as determining the last daily rate of pay is con- 
cerned, the only difference between present law and the railroads’ proposal is 
that the present law requires establishing what was the last daily rate in a 
base year which ended some time ago. For example, the last daily rate in 1955 
must be determined for persons currently claiming benefits. Under the railroad 
proposal, typically there would be the much easier job of ascertaining the last 
daily rate paid immediately before the claimant’s first claim in the benefit year. 

The statement is also made that—‘The Board would then further have to 
ascertain * * * whether the employee quit his employment without good cause, 
whether the employee was discharged for good cause * * *” 

The railway labor executives either know or should know that this deter- 
mination must be made under existing law, and that the determination is not 
based on the Board’s records as they do not contain this data, but are decided 
on currently gathered data—and that the railroad proposal of separation re- 
ports could contain this data and so would, if anything, facilitate rather than 
delay such determinations. 

The railway labor executives also know or should know, that under existing 
law determination must be made as to whether a claimant “is receiving or has 
received annuity payments or pensions under the Railroad Retirement Act of 
1935 or the Railroad Retirement Act of 1937, or insurance benefits under title II 
of the Social Security Act, or payments for similar purposes under any other 
act of Congress or unemployment benefits under any unemployment law of any 
State or of the United States other than this act.” 

The Railway Labor Executives also know or should know, that claim pay- 
ments are not delayed pending investigation but instead in appropriate situa- 
tions there are later financial adjustments. This obviously would be the ad- 
ministrative approach in dealing with persons who claim unemployment and 
sickness benefits though entitled to disability or retirement benefits. 

Accordingly, there is utterly no substance to the final argument that there 
would be delay in claim payments because “The Board would then further have 
to ascertain * * * whether the employee is or upon application would be en- 
titled to either a disability annuity or age annuity under either the Railroad 
Retirement Act or the Social Security Act.” 

Thus analysis of the objection that “unconscionable delays” in benefit pay- 
ments might result if the railroads’ proposals are adopted, makes clear that 
this objection is without foundation—and contrary to State experience. 


Tue “BASE YEAR” AND “BENEFIT YEAR” ISSUE IN THE RAILROAD UNEMPLOYMENT 
INSURANCE ACT LEGISLATION 


Under the Railroad Unemployment Insurance system, like all other systems, 
eligibility for benefits and the benefits payable in a claimant’s “benefit year” 
are determined by his wage history in his “base year’. 

As stated in the United States Department of Labor publication, ‘Comparison 
of State Unemployment Insurance Laws,” “* * * in 44 State laws, the date 
establishing the beginning and ending of the base period depends on when the 
worker first applies for benefits or first begins drawing benefits, that is, on the 
beginning of the benefit year.” 
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These States adopted this approach rather than one like the railroad system, 
which has a calendar year as a base year and year starting the following June 
as a benefit year, because the railroad system produces several indefensible 
results. 

For example, a person applying for benefits between July 1, 1956, and June 
30, 1957, under the railroad system either qualifies or fails to qualify depending 
on his wage record in the year 1955. And his last railroad work may have been 
in March 1955—-27 months ago. Thus he has long been out of the railroad Jabor 
market and typically has been covered by a State system and can qualify for 
its unemployment benefits. 

But though the claimant is no longer in the railroad labor market, neverthe- 
less claimant can and does qualify under the railroad system for unemployment 
benefits, as such benefits are higher than those provided by State systems, or 
for cash sickness benefits which are not payable except by four States, or for 
maternity benefits, which are payable only in Rhode Island. 

In contrast, a person who left a job covered under a State system in December 
1955 and went into railroad work, and has accordingly lost his State system 
protection, cannot qualify today for the railroad system’s benefit, even though 
he has been steadily employed under the railroad system for the intervening 
year and a half. 

Another example is that of an individual whose only railroad pay is $350 
in December 1956 and $350 in January 1957. He cannot qualify for benefits 
in any year. But if he makes $200 in November and $200 in December 1956— 
that is at least $400 in a calendar year—he can qualify for benefits in June of 
this year, or if he makes $200 in January and $200 in February 1957 he can 
qualify for benefits—not in June of this year but in July 1958. 

If his November and December 1956 work qualified him for the benefit year 
beginning next July, this person can draw $400 in unemployment benefits and 
$400 in sickness benefits and $400 in maternity benefits—three times his total 
railroad pay. 

The railway labor bill would partially rectify one of the several situations 
above outlined for a selected group—that is, those with more than 5 years’ 
service—but would not rectify the cause of these situations and so would not 
rectify any of the other situations. In contrast, the railroads’ bill would 
rectify the basic cause and is patterned on the most effective approach used in 
escaping the “lag period” between qualifying work and benefits by establishing 
the individual base years—as do 44 States. 

Oddly enough, despite their own proposed partial correction of one of the 
situations set out above, the railway labor spokesman criticized the railroads’ 
proposal by saying: “No demonstration is made that in actual operation this 
existing condition results in actual hardships and inequities.” 

The railway labor spokesman admits that there is no excuse except “adminis- 
trative convenience” which warrants the present provisions. He stated: 

“Inherently there is no other reason why a fixed benefit year should not 
begin immediately upon the conclusion of a fixed base year.” 

With this admission, what is the reason he advances against the railroads’ 
proposal for establishing the system of individual base and benefit years which 
States have so uniformly found essential to escape the inequities outlined above? 

He states that the “lag period” is “required for the Board to receive and 
process the necessary base year data and that it is not feasible to make any 
substantial reduction in the interval.” 

Thus he repeats today a conclusion that the Railway Labor Executives’ Asso- 
ciation reached back in 1938 when there was little actual experience in admin- 
istering unemployment insurance. 


ADMINISTRATIVE CONSIDERATIONS 


Since the railway labor executives base their objection to establishing “base 
years” and “benefit years” on a basis which conforms to general State practice, 
solely on administrative considerations, the key question is whether adminis- 
trative considerations in fact require continuance of the present system despite 
its inequitable results. 

The fact that some 44 States are presently operating on the proposed basis 
of “separation reports” is a complete answer to the “administrative” conten- 
tion raised by the railway labor executives. 

Recent changes in the Railroad Act already require a special report on wage 
rate. In 1954 the railway labor executives’ bill provided that benefits, when 
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more favorable, should be based on the claimant's “last daily rate of pay” in his 
base year. This proposal was adopted by Congress and now the Board must as- 
certain each claimant’s “last daily rate of pay” in his base year. This data 
may be more difficult to obtain than is his last daily pay as his last daily pay 
in the base year as now determined is from 6 to over 20 months before the date 
he files his benefit claim. 

The railroad proposal would also require “daily pay” information—but in- 
stead of “daily pay’’ 6 to over 20 months before filing the claim, the last daily 
pay under the proposal typically would be his pay immediately before he filed 
his claim. Thus the railroad proposal would reduce the problem of obtaining 
this basic pay rate information. 

A further objection raised was that the Board would have to determine 
“whether the employee quit his employment without good cause.” This like- 
wise has to be determined under existing law. 

Further similar objections which were raised do not go to the question of the 
proposed change in the basic change in the basic year, but relate to data not 
in annual wage reports but nevertheless are needed whether or not the base 
year is changed to conform with the railroad proposals. 

It should be borne in mind that any additional costs arising out of the use of 
separation reports would be borne entirely by the railroads. 


RAILROAD RETIREMENT BOARD REPORT 


The Railroad Retirement Board has reported to the appropriate Senate and 
House committees on the railroad inuustry’s bill. 

In this report, the Chairman’s statement makes no mention whatever of any 
administrative difficulties or delays which might be attributable to either the 
labor proposal or to the railroad’s proposal. 

He does not in any way associate himself with the statement of the labor 
representative on the Board supporting the argument that- 

“Presently the base year and benefit years are fixed and uniform periods 
known and easily understood by the employees, the railroads and the Board. 
Facts essential to determination as to eligibility for benefits and no less essen- 
tial to the computation of benefits are now readily available to the Board. This 
would not be true if the bills under discussion were enacted.” 

Nor does either the chairman or the labor member make any answer to the 
charge of the railroad representative in this report supporting the proposal 
because— 

“The unjust results of denying benefits to persons with substantial recent 
railroad work is illustrated by the technical analysis that estimates that some 
15,000 employees not qualified under the present law might have been qualified 
under the bill and have received about $6 million that was not paid.” 

The railroad industry’s spokesmen pointed out that any and all additional 
administrative costs would be borne entirely by the railroads, and that they 
were agreeable to this as this burden is warranted in view of inequities of ex- 
isting law. 

SUMMARY 


The proposed change in base and benefit years from a calendar base year, a 
lag period, and a calendar benefit year from July to June, to individual base and 
benefit years (like the great mass of State systems), has been proposed by the 
railroads because of a series of inequities inherent in the present law. 

The railway labor executives failed to point out a single inequity which this 
change would create, nor did they deny the existence of any of the present 
inequities specifically pointed out by examples of the association, nor did they 
deny that these situations stemmed from present law and would be corrected by 
the railroad’s proposal. 

Their entire opposition was predicated on an alleged fear of delay in pay- 
ments. This fear was not reflected in the report to the committee either of the 
Chairman of the Railroad Retirement Board or of the railroad representative of 
the Board—nor was its actuality demonstrated by the railway labor executives’ 
spokesmen or by the labor member on the Board. 

The decisive fact that individual base year reports are and for many years 
have been regularly and successively made under State systems is ignored by 
the railway labor executives. While expressing fear of delays in payments, they 
failed to show any such delay in any of the many State systems utilizing this 
system of reporting, and they failed to produce any other basis of their ex- 
pressed fear. 
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Opposition to the proposal can thus be ascribed only to a general policy of 
systematically opposing, regardless of merits, any railroad suggestion for im- 
proving the railroad system. 


ISSUES RAISED BY THE RAILROADS’ PROPOSED METHOD OF COMPUTING BENEFITS 


The railroad association’s proposal to pay daily benefits of 60 percent of the 
claimant’s last daily rate of “paycheck” pay, i. e., pay after withholding taxes, 
is primarily challenged by the Railway Labor Executives Association on two 
points: 

1. The appropriateness of the “paycheck percentage” method as compared 
with the present railroad-system methods ; and 

2. The size of the benefits computed under the proposed “paycheck” formula 
as compared with the size of benefits as computed under present law. 

The spokesman for the railway labor executives stated that: 

“The disingenious explanation that take-home pay is the proper basis for 
measuring wage loss becomes particularly odious upon analysis. Congress 
has exempted unemployment insurance benefits from income taxation in order 
to avoid any diminution of these meager means of support. The railroads’ 
proposal to reduce the daily rate of pay as a measure of benefits by the amount 
of income tax withholdings is in effect to diminish the unemployment benefit 
by the equivalent of income taxes thereon and to retain such amount in the 
railroad unemployment insurance account to the advantage of the carriers.” 

Manifestly, the above statement is without substance. What happens to 
general benefit levels as a result of changing a formula from gross pay to net 
pay depends on the percentages of pay used. For example, 60 percent of net 
pay is in many cases substantially more, and in some cases less, than 50 percent 
of gross pay. Congress can and should determine appropriate general benefit 
levels regardless of the approach used. 

The problem is not that of general benefit levels but of correcting the in- 
defensible result of the present formula as applied to types of situations 
referred to below. 

The real issue here is whether “gross pay” or “pay after taxes” is the fairer 
method of computing benefits, and the method most compatible with the pur- 
poses of the Unemployment Insurance Act. 

The reason for adopting the “paycheck” formula instead of using gross pay 
before withholding as a basis for benefits is simply this: 

The claimant’s pay loss from unemployment is his pay after taxes. Whether 
his unemployment check is to make up 40, 50, 60, or some other percentage 
of his pay loss, it should be geared to his actual pay loss—his take-home pay. 

This is of particular importance in systems like the railroad systems with 
“liberal” benefit levels. If the benefits are determined on the basis of gross 
pay before taxes, in some situations the difference between the unemployment 
check and the normal paycheck will be so small as to dangerously weaken the 
incentive to get back on a job. 

The railway labor executives’ representative stated that: 

“At first blush, the proposal to pay 60 percent of take-home pay may appear 
generous as compared with the present minimum of 50 percent of last daily 
rate of pay.” 

It is manifestly difficult to defend paying benefits of more than 60 percent of 
actual pay loss—but that is already the case in some situations and the Rail- 
way Labor Executives Association proposes to preserve these situations by 
retaining the schedule—and by further increasing benefits paid under it. 

The railroad proposal is not presented as being “generous.” It is presented 
as being equitable and realistic. The present “gross pay” formula lacks both 
these qualities. 

A person with several dependents may have no income tax while a person 
without dependents and the same gross pay will have quite substantial taxes. 
This is, of course, reflected in their pay checks, and the unemployment benefits 
of each sohuld be the same precentage of their paychecks. 

It is not equitable and it makes no social sense for benefits of a larger per- 
centage of normal paycheck to be paid to a person without dependents than 
is the percentage of pay loss paid a person with dependents. 


SUPPLEMENTAL BENEFITS 


A substantial part of the testimony of E. L. Oliver, economic adviser of the 
Railway Labor Executives Association, dealt with the supplemental unemploy- 
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ment benefits paid by certain industries. All the plans referred to supplement 
State systems in order to bring the total benefit up to a percentage of pay after 
taxes—the take-home pay approach. These were negotiated with unions and 
were made in recognition that this is the most equitable method of determining 
benefits. 

REASON FOR NOT BASING BENEFITS ON TOTAL WAGES 


Under the present law benefits are paid either on a schedule based on total 
base-year wages or on a percentage of the last daily wage—depending on the 
particular case. A large part of the opposition to the railroad proposals is 
that it would abolish this approach. 

The railway labor executives’ spokesman offered no defense for continuing to 
base benefits on total base year earnings except the following : 

“The use of the last daily rate of pay as the exclusive measure of benefits 
operates unfairly in another respect. By operation of seniority rules, in a 
period of declining employment, employees are frequently bumped from higher 
paying positions to lower paying positions. Consequently, employees with some 
years of seniority who become unemployed may be holding positions immedi- 
ately prior to unemployment on which the rate of pay bears on relationship to 
the rate of the position held during most of the base year. The carrier proposal 
would make the lowest rate of pay drawn immediately prior to layoff the 
exclusive measure of benefit payment.” 

This is a weak and unconvincing defense. The lower pay job would, of course, 
result in lower total wages and accordingly lower benefits under the total wage 
formula, just as it would mean lower take-home pay and lower benefits under 
the net daily pay formula. If the illustration happened in enough cases to 
present a problem of real significance, it might be remedied by using take-home 
pay before the job reduction. But it would not be solved by retaining the total 

vage schedule. 

REPUDIATION OF THE “TOTAL WAGE” FORMULA 


The railroad proposal to terminate the entire “total wage’ formula is really 
no more than a proposal to complete the job which was partly done in 1954 
on request of the railway labor executives. Their justification at that time was 
that the formula worked inequitably and unjustly as applied to persons with 
relatively limited base year employment. They accordingly proposed using the 
wage rate insead of the schedule as applied to persons with limited base year 
employment. 

The railroad proposal is that inequitable and unjust benefits occur in the 
case of persons with full base year employment, and that accordingly the wage- 
rate method should apply to all employees. Having partly instituted the wage- 
rate approach which is consistent with the general State approach, the railway 
labor executives are in no position to complain of its equity. 

On analysis it is clear that their opposition is solely that it may result in 
reducing certain indefensibly high benefits, just as its partial adoption resulted in 
increasing certain low benefits. 

Until the 1954 amendments the individual's daily benefit depended solely on 
the total of his wages in his base year. This method, called the annual wage 
formula, is used in only seven State systems. The other States base weekly 
benefits on the individuals’s weekly pay rate—either the actual average or the 
computed average for his highest calendar quarter. 

The present “annual pay” railroad system formula in effect provides daily 
benefits of about 50 percent of gross daily pay to persons engaged in railroad 
work during a large part of but not throughout their base year. It provides 
substantially more than 50 percent of gross daily pay to persons working all or 
nearly all the base year, and less than 50 percent of gross daily pay to persons 
with relatively short periods of work. 

As the railway labor executives representative stated, “an individual who 
is fully employed during his base year at a daily rate of pay of $15.33 * * * 
would qualify for unemployment benefits at the daily rate of $8.50 under the 
present law.” 

The schedule formula pays daily benefits depending in amount on length 
of base year work as well as on normal pay rate. This obviously does not 
relate benefits to pay loss. 

In 1954 the railway labor executives recognized the validity of the principle 
followed by the great bulk of States of relating benefits to pay rate and hence 
to pay loss, rather than to total base year earnings. They introduced, and 
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Congress adopted, an amendment basing benefits on the claimant’s last daily 
pay rate in his base year. However, in situations where the annual wage 
schedule, which was also liberalized in 1954, will pay a higher benefit, they 
recommend that this basis be retained and it is still in the law. 

Thus the annual wage-benefit schedule was scrapped and the daily pay-rate 
formula was adopted in all cases where the annual wage formula produces low 
benefits (cases where the claimant worked much less than the full base year). 
But the annual wage has been retained even in instances where its use produces 
indefensibly high benefits (cases where the claimant worked all or nearly all 
the base year). 

The railroad association proposal is that the last daily pay rate should 
govern in all situations—as daily unemployment benefits should depend in all 
situations on daily pay lost by unemployment. 


LIMITING BENEFITS TO GENUINE RAILROAD EMPLOYEES 


Under present law eligibility for benefits is based on a flat specified amount 
of earnings in the claimant’s base year. At present this amount is $400. The 
railroads have proposed that this requirement be changed to one which is 
more realistic. 

The basic proposed change is that, instead of a flat amount, the claimant 
must have earned an amount equal to 87 times his daily pay rate. This, of 
course, means that he must have been in railroad work at least a third of the 
working days in his base year. Such a requirement, whether for 87 or some 
greater or lesser number of days, is fairer than basing eligibility on a flat 
amount. There is no defensible theory to qualify a $28 per day man in half 
the time necessary to qualify a $14 per day man. 

The objection of the railway labor executives to the provision just described 
was very limited and unconvincing. The principle was not and could not be 
attacked. The basic reason for the proposal was not and could not be at- 
tacked. The argument was only that “the amount of requisite base year 
earnings would be drastically increased (i. e., to 87 times the basic daily rate, 
which in the case of a $15 rate, barely above the present minimum would be 
over $1,300). 

No statement was made that persons working in less than a third of the 
working days in a base year have shown themselves to be genuinely attached 
to railroad employment. No suggestion was made that some specified smaller 
number of days should be used. No reason was advanced to support the flat 
earnings requirement of existing law. 

The principal attack was made on the further proposal that, to qualify, 
the individual should perform at least a small amount of work in each of 6 
calendar months, including 2 in the last half of the base year. A person can 
meet this requirement who begins work toward the end of April or of May and 
does his last work shortly after the beginning of September or October. 

The attack on this provision was basically a defense of the present practice 
of paying benefits to employees whose work is so casual that they do not meet 
even this requirement. The spokesman for the railway labor executives stated: 

“A substantial amount of railroad work, particularly in the northern regions, 
is seasonal and is performed in areas where other work is not readily available 
in the off season. Many of the employees engaged in this seasonal work are 
firmly attached to the railroad industry, return to it year after year, but when 
the season is short may work less than 6 months.” 

He assumes that unemployment and sickness benefits should properly provide 
subsistence for the major part of the year for persons engaged therein. He ig- 
nores the whole problem raised by seasonal employment and imples that those 
who engage in it may properly expect to be supported the major part of the 
year by unemployment insurance. 

He denies the commonsense conclusion that typically persons working only 4 
or 5 months in a year in railroad work do other work in the year, and states: 

“In support of this proposition the railroads point out that substantial num- 
bers of unemployment insurance beneficiaries work in less than 6 months of the 
base year. It is then asserted with no proof whatever that this condition is not 
indicative of unemployment exceeding 6 months but of shifting to nonrailroad 
jobs.” 

However, he is certainly familiar with the statistics. 
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“ For example, in 1954, some 215,000 persons worked for railroads in only 2 to 
5 months. But unemployment benefits were paid to only 40,000 of beneficiaries 
with base year wages of less than $1,300. 

The issue is establishing a realistic safeguard of the drain on the system ere- 
ated by persons who have only brief railroad work but who draw benefits in- 
stead of seeking other work. 

It is contrary to equity and public policy to continue to invite persons to sit 
back and draw benefits after engaging in railroad work for only a minor part 
of the year. 


RAILROAD UNEMPLOYMENT-INSURANCE BENEFITS FOR STRIKERS 
THE STRIKE-BENEFIT ISSUE 


The basic issue of paying unemployment benefits is raised by the railroad in- 
dustry’s proposal to delete the words underlined below in section 4 (a—1) of 
the Railroad Unemployment Insurance Act. The section as presently written 
denies benefits to an employee for “(iii) * * * any day with respect to which 
the Board finds that his unemployment was due to a stoppage of work because 
of a strike in the establishment, premises or enterprise at which he was last 
employed, and the Board finds that such strike was commenced in violation of 
the provisions of the Railway Labor Act or in violation of the established rules 
and practices of a bona fide labor organization of which he is a member.” 

With the omission of the italic words, this strike disqualification provision 
would be in line with other unemployment systems. But as presently written 
it is out of conformity with States as the italic matter limits the strike dis- 
qualification of “wildcat” strikes—and so all authorized strikers receive benefits. 

The issue is whether the railroad unemployment-insurance system, which is 
financed wholly by railroad taxes, should provide “strike benefits” to railroad 
employees striking against the railroads, or whether its benefits should be 
granted only to persons who are involuntarily unemployed. 

Except for the railroad system, all unemployment insurance systems have a 
strike disqualification applicable both to “legal” and “illegal” strikes. 


HISTORY OF STRIKE DISQUALIFICATION 


The President’s Committee on Economic Security, which President Roosevelt 
established in 1934 to work out the original social security proposals, had a 
special board which worked out appropriate unemployment compensation pro- 
visions. The then Chairman of the National Mediation Board, Dr. William N. 
Leiserson, testified in 1935 before the Senate Finance Committee with respect to 
the unemployment compensation provisions. He stated (hearings, p. 259), “I 
worked particularly on the unemployment compensation provisions.” 

At the request of the Finance Committee, he furnished copies of the two model 
bills developed by the staff and approved by the Committee. 

These model bills each provided (pp. 601 and 623 of the hearings) that: 

“An employee shall not be eligible for benefits for any week in which his total 
or partial unemployment is directly due to a labor dispute still in active prog- 
ress in the establishment in which he is or was last employed.” 

This provision followed the decision of the Advisory Council to the Committee 
on Economic Security which was composed of outstanding citizens including 
Grace Abbott, George Berry, and William Green. 

This Committee made a detailed report on appropriate legislation. It con- 
tained the following (p. 228, hearings) : 

“Types of unemployment not benefited— 

(1) Unemployment of persons directly engaged in trade dispute for duration 
of dispute.” 

DISQUALIFICATION UNDER STATE SYSTEMS 


Disqualification of strikers for benefits is provided for in the law enacted by 
Congress for the District of Columbia, and by the legislatures for the State 
unemployment insurance laws of every State. No distinction is made between 
“lawful” and “wildcat” strikes. 

Exclusion from benefits for the entire duration of the active progress of the 
labor dispute is the rule in all but two States. As stated in the United States 
Department of Labor publication, Comparison of State Unemployment Insurance 
Laws (1956, p. 198)— 
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“Only two States provide for a definite period of disqualification * * * New 
York * * * after the expiration of 7 weeks and the waiting period * * * Rhode 
Island 6 weeks * * * and a 1-week waiting period.” 


INTERNATIONAL RULE 


The rule of disqualifying strikers from benefits is recognized not only na- 
tionally, but internationally. 

The social security standards adopted by the International Labor Conference 
in Geneva in 1952 provides (art. 69) for suspending benefits— 

““(1) In the case of unemployment benefit, where the person concerned has 
lost his employment as a direct result of a stoppage of work due to a trade 
dispute * * * .” 

This was adopted without controversy by the labor degelates and employer 
delegates of all the nations, including the United States, participating at the 
Conference. 


REASON FOR THE STRIKE DISQUALIFICATION 


As stated in Digest of Issues in Social Security, Part III, Chapter III, Report 
to the House Ways and Means Committee, Senate committee print, 80th Con- 
gress, 1st session, 1947: 

“Disqualifications are intended to prevent payment of benefits to an indi- 
vidual whose unemployment is a result of his own voluntary act.” 

A. J. Altmeyer, Social Security Board Chairman, later Commissioner, in 
hearings in 1939, pages 2332-2333, in testifying on strike disqualifications, 
stated : 

“Benefits are limited entirely to involuntary unemployment. I am not sug- 
gesting any liberalization in that regard. I think the proper theory of unem- 
ployment compensation is that benefits should be paid only for involuntary 
unemployment.” 

Nelson H. Cruikshank, on behalf of the A. F. of L., in 1946 hearings on 
social security before the Ways and Means Committee, stated at page 1402: 

“Mr. WASIELEWSKI. Do you believe that unemployment-compensation benefits 
should be paid a man out on strike? 

“Mr. CRUIKSHANK. The position of the American Federation of Labor is that 
unemployment compensation programs should be completely neutral and our 
position has traditionally been that labor disputes between employers and em- 


ployees are something for which the labor organizations themselves should bear 
the cost.” 


POSITION OF RAILROAD RETIREMENT BOARD 


The Chairman of the Railroad Retirement Board has made no comment on 
the strike-benefit issue. In the report to the chairman of this committee, on 
the railroad industry bill by the Railroad Retirement Board, the employee 
representative states that the proposed deletion would— 

“* * * abolish the long established congressional policy, which has been in 
effect from the very beginning of the system, for the payment of unemploy- 
ment benefits for time lost due to orderly, legitimate, and legal strikes, con- 
ducted solely to rectify or improve conditions of employment in full accord 
with the quite specific and carefully considered provisions of the Railway Labor 
Act and in full accord with the provisions of the laws and constitutions of the 


railway unions, long and universally recognized as respectable, well-run, and 
responsible organizations.” 


The carrier representative states in this report: 

“Certainly, it was hardly the intent to subsidize persons whose unemployment 
is attributable to their own decisions. * * * The spirit of the law should never 
have contemplated that * * * employees should draw unemployment benefits 
from a trust fund provided solely by employers while on strike against the 
industry * * *. 

“Although * * * only 300 persons received benefits of some $63,000 while on 
strike in 1955-56 there were 18,100 such beneficiaries in the previous year who 
received in excess of $8 million. In the present fiscal year there have already 


been 3 work stoppages involving some 1,700 railroad employees, all eligible for 
benefits under present law.” 
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ARGU MENT OF RAILWAY LABOR EXECUTIVES 


Mr. Schoene, on behalf of the railway labor executives, states that railroad 
spokesmen— 
“point out, as they did in 1938, that the railroad act differs from unemploy- 
ment compensation acts generally in that it disqualifies employees who are un- 
employed because of a strike in which they are participating only if the strike 
was commenced in violation of the Railway Labor Act or of the laws of the 
labor organization to which they belong. This difference has existed since 1938. 
It was consciously adopted in recognition of the fact that the procedures of the 
Railway Labor Act themselves subject railroad employees to much greater 
restrictions than are applicable to other industrial employees. It was believed 
that the procedures of the Railway Labor Act were such as to assure that 
every means of amicable adjustment of disputes would have been exhausted 
before a strike would occur; consequently, there was no justification for deny- 
ing benefits for unemployment occurring during a strike that was not in violation 
of the Railway Labor Act or of the laws of the organization.” 


THE 1938 ACT 


The theory above expressed as to why railroad employees should receive 
unemployment benefits during strikes must have been developed since 1938. Ex- 
amination of the testimony before the Senate and House committees on the 
bill adopted in 1938 establishing the railroad unemployment system, shows that 
this recent argument was not advanced at that time. The report of neither 
committee assigns any reason for adoption of the language which permits strike 
benefits to be paid. 

The record shows that the basic issue contested in 1938 was whether there 
should be a separate unemployment system established at that time for railroad 
employees—not whether particular provisions in the long and complex bill 
should be adopted, revised, or rejected. 

The hearings were held at the very end of May and the first of June in the 
House, and the first of June in the Senate—near the end of the session. The 
Senate committee chairman told the labor executive spokesman (p. 197 of 
hearings): 

“You realize the legislative situation now. * * * There would be objection 
to the bill, so I will move that the Senate proceed to its consideration. It is 
going to be difficult to obtain Senate passage, but I will do all I can. 

“Mr. Hay. Well, we count on you to work that out for us. 

“The CHAIRMAN. You had better count on the administration leaders to work 
that out I might suggest to you the proper persons to work on. I appreciate 
the confidence and faith.” 

The bill was reported out by both committees shortly after the hearings and 
passed exactly as drawn by the railway labor executives save only deletion 
of a minor provision permitting free transportation of Railroad Retirement 
Board employees. 


INVALIDITY OF ARGUMENT FOR PAYING STRIKE BENEFITS 


As shown above, legislative history negatives the argument that the provision 
permitting strikers to receive strike benefits from the railroad financed railroad 
unemployment fund “was consciously adopted in recognition of the fact that 
the procedures of the Railway Labor Act themselves subject railroad employees 
to much greater restrictions than are applicable to industrial employees.” In- 
stead the legislative history makes clear that the long and complex bill was 
rushed through as drawn by the railway labor executives. 

More important than the question of how the provision permitting strikers 
to receive benefits came to be adopted is whether it should be retained. The 
railway labor executives argue now that there was in 1938 a vast disparity in 
the rights of labor under the Wagner Act and the rights of labor under the 
Railway Labor Act. Their representative inadvertently admitted a substantial 
change in relative treatment in railroad and industrial employees in stating 
that— 

“* * * it might well be that if the strike disqualifications in State unemploy- 
ment compensation acts were reconsidered today in the light of the Taft-Hartley 
Act, they too might be relaxed.” 
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The fact is that despite the several sessions of each the 48 State legislatures 
since the Taft-Hartley Act, with hundreds of changes made in State unemploy- 
ment laws, no strike benefit restriction has been relaxed. 

That the Railway Labor Act imposes no unwarranted burdens on railway 
labor is indicated both by its provisions, its history and the admission by Mr. 
Harrison in his testimony on behalf of the railway labor executives at the 
Senate hearings—when he stated that that act was worked out by railway 
labor and management and was the finest statute that the mind of man could 
devise. 

The strike benefit issue, for the railroad system covering railroad employees 
and for State systems covering all other employees, is identical. Certainly 
no benefit payments are warranted during strikes because of the basic con- 
siderations leading to the model State law provisions, framed and approved 
with labor participation and the subsequent defense of those considerations by 
the Commissioner of Social Security, and the adoption of the same restriction 
by the International Labor Organization. 

For, as stated by Commissioner Altmeyer with respect to liberalizing the 
strike provisions : 

“T am not suggesting any liberalization * * * the proper theory * * * is 
that benefits should be paid only for involuntary unemployment.” 

Nor have the railway labor executives advanced any reason why they do 

not agree with the A. F. of L. position, above quoted, that— 
“unemployment compensation programs should be completely neutral and our 
position has traditionally been that labor disputes between employers and 
employees are something for which the labor organizations themselves should 
bear the cost.” 


MATERNITY BENEFITS 


An issue in the proposed revision of the Railroad Unemployment Insurance 
Act is whether maternity benefits shall be paid hereafter. 

Female employees who decide to raise a family presently receive an average 
of more than $900 per child under that act. The question is whether such 
special treatment of this special group should be part of a program paying 
benefits for involuntary unemployment. 

This issue is to be clearly distinguished from the issue of sickness benefits. 
For sickness benefits are a common hazard of all employees of both sexes and 
all ages. This basic distinction between maternity and other sickness has 
been recognized in all four State systems which pay sickness benefits—three 
of which pay no maternity benefits and one which pays in very limited amounts. 

As stated in the U. S. Department of Labor publication, Comparison of State 
Unemployment Insurance Laws—1956 edition, page 127: 

“Types of disability excluded—All the laws exclude or limit benefits for 
disability due to pregnancy. New Jersey does not pay for any period of dis- 
ability due to pregnancy, miscarriage, or abortion. California provides pay- 
ments only for disability which lasts more than 28 days after termination of 
pregnancy, and New York only for disability which occurs after a woman has 
worked in covered employment for at least 2 consecutive weeks following the 
termination of pregnancy. In Rhode Island, benefits for disability resulting 
from pregnancy are limited to 12 consecutive calendar weeks beginning 6 
weeks before the expected date of childbirth and ending not more than 6 weeks 
after childbirth. Additional weeks may be compeusated only if there are un- 
usual complications as a result of childbirth.” 

Rhode Island, the only system which pays maternity benefits, recognizes that 
the hazard is in no way related to employment, and finances benefits solely by 
employee contributions. The maximum payable a person in Rhode Island 
is $3860, and only to one with $1,080 in base year wages. Under the railroad 
system, a woman with $1,080 in base-year wages can receive $1,080 in maternity 
benefits and $1,080 in other sickness benefits, paid for entirely by the railroads. 

In the Railroad Retirement Board’s report on the pending proposals, the 
Chairman is silent on the matter of maternity benefit payments. 

The labor member of the Board states: 

“The bills, if enacted, would be unmistakably against the best interests of 
railroad employees and public policy because: 
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“* * * the payment of maternity benefits as such is completely eliminated.” 

The railroad member of the Board states: 

“The spirit of the law should never have contemplated that: 

“* * * an employee coming under maternity provisions should, in effect, re- 
ceive special benefits, since maternity involves neither hazard of railroad em- 
ployment or involuntary illness or gain, without contributing a single penny to 
the fund * * *” 

The soundness of his position is demonstrated by the facts in the case set 
out below. 


THE PERCENT OF EMPLOYEES WHO MAY POSSIBLY RECEIVE MATERNITY BENEFITS 


There are currently some 22 million women in the labor force of the United 
States. Of this only some 100,000, less than one-half of 1 percent, are in rail- 
road work. Of this one-half of 1 percent only a portion are married and of 
childbearing age. Only this tiny fraction of women in the railroad industry 
plus the small percentage falling under the Rhode Island system are covered 
by Government maternity-benefit systems. Obviously, the railroad system is in- 
consistent with the general social-security programs respecting maternity 
protection. 

Women comprise about 6 percent of the railroad labor force and probably less 
than half of these are married and of childbearing age. Even of these, some 
cannot bear children for one reason or another. 

Of the nearly 4 million births in the United States, only 3,900—about one in 
every thousand—were by mothers who were recipients of benefits under the 
railroad system with a comparable number of beneficiaries under the Rhode 
Island system. These represented the extent of Government maternity bene- 
ficiaries in the United States. Obviously maternity protection is not a general 
public policy. 


PUBLIC POLICY AND PUBLIC INTEREST 


In view of the fact that only a tiny fraction of births are covered by maternity 
benefits, it can hardly be said that provision of maternity benefits has been 
recognized as an appropriate part of social-security policy or has been found 
necessary in the public interest. 

Thus, there is no merit in the criticism of the labor members of the Board that 
failure to pay maternity benefits for the one-in-a-thousand cases where they are 
presently paid “would be unmistakably against the best interests of railroad 
employees and public policy.” 

As a matter of fact, even as limited to railroad employees, only a very small 
fraction are protected—only about six in a hundred are women, probably less 
than half of these are married women of childbearing age. Maternity benefits— 
covering a happening which is generally voluntary rather than involuntary, and 
a hazard to which only a minor fraction of the work force is subject, can hardly 
be required “by the best interests of railroad employees’’—over 90 percent of 
them cannot possibly qualify for the benefit. 

In contrast with the maternity “hazard” 144,000 railroad employees of both 
sexes and all ages, received sickness benefits in 1955-56, averaging $360 per 
case, under the railroad system—including some women who also received ma- 
ternity benefits. In addition, 3,900 women received maternity benefits averag- 
ing $913 per case. This latter was not protection against a hazard common to 
railroad employees. It was a special benefit to a small, selected group. 

If the remaining 9914 percent of all working women had received the same 
protection some 850,000 would have received an aggregate of around three-fourths 
of a billion dollars in benefits. There is certainly no national policy or special 
need justifying this special privilege under law. 

No one has attempted to explain why the railroads should be required by law 
to provide this special system of benefits for the 1 in 200 working women who 
happen to be working for the railroads. Certainly they present no special situa- 
tion requiring benefits not provided similarly situated women under social 
programs. 

Whatever may have been the viewpoint when maternity benefits were first 
added to the railroad social-security system, it has become increasingly apparent 
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over the years that this addition to social security is not consistent with 
American needs, viewpoint or social policy. 


EQUAL PAY, EQUAL PROTECTION, EQUAL JOB OPPORTUNITIES 


A basic principle is involved in the provision of maternity benfits. Unions 
and management have properly agreed that a job should provide the same pay 
regardless of its incumbent. This is likewise the proper rule for fringe benefits. 
This principle is important not only in establishing the equal pay for equal 
work, regardless of sex; it is important in providing women job opportunities. 
Their employment at equal pay is destroyed if they receive some added special 
benefit, like maternity benefits, which others doing the same work cannot hope 
to receive. 

Thus the doctrine of equal pay affords a strong reason for not providing 
special benefits to certain women employees which no other employee can possibly 
qualify for. It is not to the interest of women of childbearing age that their 
&employment involves extra labor costs. It not only is inconsistent with the 
equal pay principle, it tends to result in discrimination against their employment. 





DISQUALIFICATION ON DISCHARGE FOR MISCONDUCT 


Even the International Labor Organization in framing its Standards of Social 
Security in 1952, provides for suspending benefits payable on the contingency of 
unemployment “where the contingency has been caused by the willful miscon- 
duct of the person concerned.” 

The model State unemployment laws prepared by a special staff of the Presi- 
dent’s Committee in 1935, approved by representatives of labor, employers and 
the public, and submitted to the Senate Finance Committee by William N. 
Leiserson, then chairman of the National Mediation Board, provided for dis- 
qualification from benefits of persons discharged for misconduct connected with 
his employment. 

Every State law has such a provision. 

This disqualification is not a penalty. Like refusal of suitable work or vol- 
untarily quitting a job without good cause, the individual concerned has re- 
moved hiinself from his job by his voluntary act, and unemployment insurance 
is intended to cover only involuntary unemployment of an individual occurring 
Without fault on his part. 

Furthermore, it is absurd to have a system which does not pay a person who 
quits without good cause but pays him if he gets himself fired by misconduct 
connected with his work. 

Individuals denied benefits because their employment is terminated for mis- 
conduct connected with their work are fully protected against any possible abuse. 
The grievance machinery pays them full wages retroactively if their discharge 
or suspension is found unwarranted under grievance procedure rules. Their 
protection is particularly effective under railroad grievance procedures. 

The railway labor executives’ spokesman had only this to say against the 
proposal: “The railroads also propose to disqualify employees who are dis- 
charged for cause. Such a disqualification was contained in the original act in 
1938 but was removed almost immediately thereafter. The reason for its re- 
moval was recognition of the fact that what is proper cause for discharge is 
usually highly controversial and is often the subject of sharp conflict between 
the carrier and the organizations representing employees. Furthermore, under 
the Railway Labor Act the National Railroad Adjustment Board is the tribunal 
established for the solution of such controversies. It was considered most un- 
desirable that the Railroad Retirement Board should resolve such controversies 
incidentally to the adjudication of unemployment insurance claims or that it 
should delay the payment of claims pending resolution of the controversy by 
the National Railroad Adjustment Board. Nothing has occurred since that time 
to cast any doubt upon the wisdom of Congress in removing that disquali- 
fication.” 

The fact is that only in a minor percentage of cases is there any contest at 
all on the discharge or suspension—the facts are too clear and the employee 
concerned knows it. 
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This argument ignores all the basic reasons leading to the universal adoption, 
except for the railroad system, of this disqualification. 


It fails to point out a single case where injustice has resulted under the 
State systems. 


Certainly “discharge for cause” 
than the other disqualifications. 


The Board report to the committee does not support the railway labor execu- 
tives’ contention. 


involves no more difficulties administratively 


EXTENDED UNEMPLOYMENT INSURANCE BENEFITS 
THE ISSUE 


Apparently in recognition that the present maximum of some 26 weeks of 
unemployment benefits is as long a duration as can be defended under common 
unemployment insurance principles, the Railway Labor Executives’ Association 
bill provides what are termed “extended benefits”—which would continue bene- 
fits for periods of various lengths for employees who at some time in their 
lives had some railroad employment in each of 60 or more calendar months. 
The issue is whether the proposed extended benefits should be adopted. 


BURDEN OF PROOF 


The supplementary statement of Mr. Lester P. Schoene on behalf of the Rail- 
way Labor Executives’ Association as to the burden of proof is: “That burden 
with respect to a radical overhauling of the Railroad Unemployment Insurance 
Act cannot be met except by a demonstration from experience that the actual 
operation of the system is so unsatisfactory that radical revision is required.” 


GENERAL DESCRIPTION OF PROPOSAL 


As stated by Mr. Schoene in his principal testimony, the railway labor execu- 
tives’ bill proposes that persons with 60 or more months of service, “unemployed 
beyond the 26 weeks of normal payments should receive further benefits pro- 
portionate to their years of service * * * graduated from * * * approximately 
18 months to 4% years * * * the maximum is $13,260.” 


ARGUMENT FOR PROPOSAL 


Mr. Schoene argued that as “productivity increases and we either handle 
more business with the same number of employees or handle the same business 
with fewer employees * * * at least some part of that improved productivity 
should be directed to alleviating the hardship of those who are permanently dis- 
placed from the industry * * * people with many years of service, with skills 
not readily transferable to other industries, are being laid off and there is no 
job for them * * * In other words, these people with long service * * * havea 
claim in excess of 26 weeks of unemployment insurance * * * I am interested 
in these people who get displaced from their jobs after many years of service.” 

He stated that the proposal in relating extended benefits to prior service was 
based on “The Washington job protection agreement * * * a collective bar- 
gaining agreement * * * negotiated * * * in 1936. It deals with a small phase 
of this problem * * * permanent displacement of employees through mergers 
and consolidation.” 

He also stated that: “Further, it is a very definite purpose of the bill to 
provide an incentive to all railroad employers to employ experienced railroad 
men that have been permanently displaced somewhere else in preference to 
going out and hiring new men * * * we have a very definite objective of mak- 
ing it expensive enough to the railroads not to employ these people so they will 
employ them.” 

Mr. E. L. Oliver, who appeared with Mr. Schoene, stated his conclusion that 
“unemployment figures establish a very grave problem of the displaced older 
railway worker for which the current unemployment compensation provision 
is clearly inadequate.” 

He also stated “The problem has been aggravated greatly by employment 
policies of the railroads; part of the remedy lies within the control of the car- 
riers themselves.” 
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STATISTICAL EXHIBITS 


Mr. Oliver’s arguments based on his statistical exhibits fail to demonstrate 
his thesis of special hardship of older workers. For example, he said: “Among 
unemployed workers between 40 and 45 years of age unemployment increased 
from 76 days average in 1948 and 1951 to 95 days average for 1956.” He did 
not mention that for the same period, unemployment for all unemployed workers 
increased from 74 days to 90 days. 

He further stated “in the last benefit year 137,600 railway employees drew 
unemployment benefits. Nearly 54,000, 39 percent of them were 45 years or 
more of age.” He did not mention that almost 50 percent of all workers who 
qualified for unemployment benefits were 45 years or older, and hence that 
unemployment among the age 45 and older group was much less than among 
younger employees. 

SENIORITY 


Under seniority rules employees have job rights which carriers are obligated 
to respect under collective bargaining agreements. The general effect of 
seniority rules is to give superior tenure to 5-year service employees—the ones 
who would have extended benefit rights under the railway labor executives’ 
proposal—over employees with less than 5 years’ service. The proposal would 
give the additional protection to those who because of seniority need it least. 

The exception to this general rule usually exists because of the labor union’s 
insistence on the way the seniority rules shall operate as applied to specific 
areas covered by the union agreements. These rules account for the great 
mass of hardship situations. 

The alleged hardship cases of older workers, on analysis, will typically fall 
into two categories— 

(1) Cases where the individual concerned is unwilling to take a job in 
another seniority district even though his experience might entitle him to 
that job—this usually because he would be classed below the youngest 
employee in that seniority district ; 

(2) Cases where because of his union’s seniority rules he cannot take 
a position which might otherwise be made available. 

Thus the basic situations of long-service employees which are presented as 
a reason for extended benefits for long-service employees are not attributable 
to railroad management, but rather to the seniority rules insisted upon by rail- 
road labor. 

The statistical argument that overall average railroad employment has de- 
clined some 30 percent in 12 years—averaging about 2% percent per year—even 
if a correct analysis, does not lead to a conclusion that persons are thereby 
necessarily thrown out of work as the normal attrition—quits, deaths and retire- 
ment—far exceed this percentage. 

The statistical argument, presented by the brotherhoods’ representatives 
based on the number of new employees, that old employees are involuntarily 
being replaced by railroad hiring policies is likewise without substance when 
it is remembered that under the seniority rules a new employee cannot be hired 
for any position to which any old employee has seniority rights, unless that 
employee waives these rights. 

Even a casual inspection of the median age of railroad employees as compared 
with employees in general, makes clear that the highly organized railroad indus- 
try has far less problem than outside industry with respect to displacement 
of older workers. As previously mentioned, nearly half of the qualified railroad 
employees are 45 or older. 


SUPPLEMENTARY BENEFITS 


A series of privately negotiated supplementary benefits were presented as 
precedents in the course of the argument. These fundamentally differ from a 
social program enacted by law. 

Even so none of the several plans referred to by Mr. Oliver afford a precedent. 
At the most, they extend the normal 6 months’ benefit period an additional 6 
months—usually at a lower benefit rate, and their payment is conditional on a 
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series of contingencies, financial limitations, etc., utterly lacking in the railroad 
unions’ legislative proposal. 


WASHINGTON AGREEMENT 


As indicated above, the Railway Labor Executives’ Association points to only 
1 precedent—the negotiated Washington agreement of 1986—over 20 years ago. 
That agreement dealt with a radically different situation than does the pending 
proposal—railroad mergers. 

As stated by Mr. Schoene, “recognizing the difference between that kind of 
displacement and the kind of displacement we are dealing with here, we could 
reasonably say we won’t get into the extended benefits at all unless there is 
5 years of service. * * * There is further the fact that the two situations differ 
fundamentally in that in the kind of displacement we are dealing with here 
it is impossible to identify the particular saving, or, in fact, to determine whether 
there is any saving.” 

Thus the pending proposal for extended benefits— 

(1) Is without precedent; 

(2) Is contrary to all recognized unemployment insurance principles ; 

(3) Would involve tremendous costs; 

(4) Has not been justified by any showing of a compelling situation peculiar 
to the railroad industry ; and 

(5) If there is any serious situation, it manifestly stems largely from col- 
lectively bargained seniority provisions, established at the instance of the unions. 
There is not justification for legislation imposing on railroads the burden of 
supporting victims of union prescribed seniority rules. 


WHAT THE PROPOSAL REALLY MEANS 


Table D-7 of the 1955-6 annual report of the Railroad Retirement Board 
shows that in 1954 there were some 1,680,000 persons in railroad work at some- 
time during the year. Over a hundred thousand were 65 or older. Approxi- 
mately 170,000 had worked in less than 12 months in their lifetimes in railroad 
service. Only some 307,000 of the remainder had service in less than 5 years. 

For the year, there were some 1,482,000 “qualified employees” who could 
draw benefits if unemployed. Of these over 1,200,000 appear to have had service 
in at least 60 calendar months. Thus some 6 out of 7 qualified railroad em- 
ployees would come within the proposal for extended benefits—including some 
100,000 past normal retirement age. 

Thus in effect, for 6 out of 7 railroad employees, the proposal is to extend 
the maximum period of unemployment benefits from a present 6 months to 
periods of from 2 to 5 years—or longer in exceptional cases. This is indeed 
a radical change in concept of the purposes and limits of unemployment in- 
surance. 

PRECEDENTS 


There are certainly no legislative precedents for this radical change. The 
normal maximum benefit period is 6 months. Only 1 State is as long as 30 
weeks, and many are less than 6 months, 26 weeks. 


THE DOLE 


At one time in England as a depression measure, the unemployment benefit 
system was substantially extended—and lost its former dignity and became 
known as the “dole.” This was legislatively corrected so it affords a precedent 
against rather than for extending benefits under any public unemployment 
system. 

The Cuarrman. Are there any others present who desire to submit 
any further information for the record! We will give you that per- 
mission. You can hand it to the clerk. 

Mr. Staggers, do you have any questions? 

Mr. Straccers. No, sir. Thank you. 

The CHarrMan. The committee will stand adjourned, then. 
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(The following material was submitted for the record :) 


Houses OF REPRESENTATIVES, 
Washington, D. C., March 25, 1957. 
INTERSTATE AND FOREIGN COMMERCE COMMITTEE, 
House of Representatives, 
Washington, D. C. 
(Attention: Hon. Elton J. Layton, clerk.) 

GENTLEMEN: In accordance with permission given in your letter to me of 
March 20, signed by Hon. Elton J. Layton, clerk, I am sending you herewith a 
statement by Mr. J. R. Taylor, president of the Grand Association of Railway 
Employees, Inc. This is for inclusion in printed hearings. If this can’t be done, 
let me know. 

With kindest regards, I am 

Sincerely, 
CHARLES E. BENNETT, 
Member of Congress. 





STATEMENT BY J. R. TAYLOR, PRESIDENT OF THE GRAND ASSOCIATION OF VETERAN 
RAILWAY EMPLOYEES, INC., JACKSONVILLE, FLA., IN Support oF H. R. 5803 


My name is J. R. Taylor, and I reside at 585 Meteor Street, Duval County, 
Jacksonville, Fla. I am president of the Grand Association of Veteran Railway 
Employees, Inc. 

Our membership consists of all white railway employees, male and female, 
active and retired, and wives and widows, who come under the Railroad Retire- 
ment Act. Our membership comes from all crafts of the railroad industry, em- 
ployees who are also members of their respective railway brotherhoods. 

As of January 1, 1957, 1,700,000 railway employees were working and paying 
taxes into our railroad retirement fund. For the past 7 years our association 
has worked with and for these active employees, as well as our retired members. 

Our organization is a legislative body. We advocate and support legislation 
for increased benefits for all who come under the Railroad Retirement Act, and 
work with all who are in favor of our program. We work to correct and repeal 
unfair, unjust, and inequitable laws in our Railroad Retirement Act. 

Railway employees, both active and retired, who are members of the various 
brotherhoods, have endorsed and supported our program ; they have appealed to 
our organization for help and support to get the retirement age reduced to age 
60, or 30 years’ service ; and retirement after 35 years of service regardless of age. 

Our organization strongly advocates the repeal of the 1924-31 computation law 
now used to credit service perfomed prior to 1937, which we consider one of the 
most unfair and unjust laws of our Railroad Retirement Act, and that annuities 
be computed on the 5 highest years of earnings, whether or not consecutive. 

The 1924-31 period were depression years, and the Nation’s economy was at 
its lowest ebb. Many employees were not regularly employed even at the depres- 
sion rate of pay. This 1924-31 computation law should be repealed, and the 5 
highest years of earnings of total years of service be used to base the computation 
of annuities for retired employees. 

These changes in our Retirement Act are long overdue. Many bills have been 
introduced, and are now in committee, asking relief, and that the age of retire- 
ment be reduced to age 60. We strongly endorse this provision of these bills, 
but they do not go far enough into increased benefits. Nor do these bills pro- 
vide means of eliminating dual benefits restrictions imposed on wives who have 
earned social security and/or other pension benefits to which they are entitled. 

The dual benefit restrictions imposed on wives should be repealed, so that 
they may receive the benefit of money paid into the social security fund by them, 
taxes assessed upon them by the social security law during their working years, 
paid into the social security fund with the expectation of receiving an annuity 
upon retirement for her old age security. 

This rightfully belongs to the wife. She worked and paid for it out of her 
earnings, and should not conflict in any way with the annuity due her under the 
Railroad Retirement Act, which money was paid into the railroad retirement 
fund by her spouse (husband), which he paid in good faith into the fund, 
for himself and his dependents, with the expectation of providing adequate pro- 
vision and protection for his wife and dependents at his death or retirement. 











492 RAILROAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


The railroad retirement fund and the social security fund are 2 separate pen- 
sion plans, with 2 separate rates of taxes stipulated, with the railroad pension, 
the lesser of the 2, based on the amount of taxes paid by the participating em- 
ployee. 

Many older employees who are eligible to retire, are still holding on despite 
their age and impaired health, for the reason their wives have been denied their 
social security annuity. 

Another reason older employees are holding onto their jobs in the face of 
‘odds, is that they feel they cannot survive on an annuity based om the 1924-31 
computation law. They are holding on in the hope that this Congress will lift 
their burden, and repeal this 1924-31 computation law, and base their an- 
nuities on the 5 highest years of their total service. They feel that if this com- 
putation inequity is corrected, and their wives allowed to have their social 
security pensions, they would be better able to cope with the high cost of 
living, and adjust to living on a retirement annuity. 

And of course, they have to take into consideration, after retirement, increased 
health expenditures as old age approaches, and hospitalization premiums must 
be paid, which further reduces their monthly annuity. 

Under the Retirement Act, it appears that an annuitant is placed in the same 
classification as a charity recipient of old-age assistance. This is not right, nor 
fair, to a citizen who has worked and bought this annuity in regular monthly 
installments through taxes deducted from his wages, at a much higher rate 
than he would have paid had be been buying an annuity through an insurance 
company. 

These retired citizens are further deprived of their rights, by having a work 
clause restriction placed against them under the Railroad Retirement Act, re- 
stricting their earnings after retirement to $100 per month. This is contrary to 
their constitutional rights as citizens of a free country. 

What about the man who has carefully invested his earnings over the period 
of his working years, and has an income from these investments which exceeds 
the amount named by the law. 

This is an unfair and unjust restriction, and should be repealed. What the 
retired employees has bought and paid for should be issued to him without re- 
strictions of any kind. 

The retired employee is placed in a position where he has to manipulate, and 
make tiresome and unnecessary readjustments of his financial affairs in order 
to receive an annuity that is rightfully his, that he has bought and paid for dur- 
ing his working years. This compares to depositing money in a bank, and 
then not being able to withdraw it if you have a certain amount of money in 
your pocket. 

These retired employees are not charity or old-age recipients waiting for a 
handout from Uncle Sam, but men and women who have labored through the 
years, and been deprived of takehome pay in order to pay the necessary taxes 
required to provide a monthly annuity when they reach the age of retirement, 
and are no longer able to work and hold a job. 

We have many retired, aged employees, who are existing on pensions awarded 
them back during the years before salary-wage scale increased to the present 
level. The 10 percent increase gained by certain groups of retired employees 
and their dependents in 1956, which averaged approximately $9.84 per month, or 
$118 per year, is not sufficient to relieve or overcome the increased cost of living 
during the past year. 

Our records show that the cost of staple groceries alone, during 1956 increased 
$229 over 1955. This $229, less the amount of increase, $118, leaves a deficit of 
$111. This figure does not include other increased living costs. 

We, therefore, endorse the provisions outlined in H. R. 5803, to further in- 
crease the retired employees’ pensions to overcome the increased cost of living 
for the past year. 

Railway employees pay the highest retirement tax of any retirement plan in 
the Nation, 614 percent tax on $350 per month, and receive lesser pensions as com- 
pared with other pension plans. 

The cost of operation of our Retirement Act is excessively high, and this high 
cost of operation deprives railway employees and their families of increased 
benefits. 

We request that your honorable committees look into this high cost of opera- 
tion, and take steps to reduce this cost. We were promised by the 83d Congress, 
Joint Committee on Railroad Retirement, that the hight cost of operation of our 
Retirement Act would be checked, into, but somehow it passed by without any 
action, and the cost continues to increase annually. 
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Notre.—See report of the Joint Committee on Railroad Retirement Legislation, 
part 1, issues of the Railroad Retirement, pursuant to Senate Concurrent Resolu- 
tion 51 and 56, Senate Report No. 6, part 1. The joint committee at that time 
was: 

Senate: Paul H. Douglas, Illinois, chairman, Lister Hill, Alabama, and 
Wayne Morse, Oregon. 

House of Representatives: Lindley Beckworth, Texas, vice chairman, Oren 
Harris, Arkansas, and Charles A. Wolverton, New Jersey. 

We, therefore, call to your attention again the high cost of operation, and 
request and recommend that some action be taken by your honorable committees 
to correct this exploitation and waste of the employees’ money, paid into the rail- 
road retirement fund for the specific purpose of providing retirement and security 
for themselves and their families when they can no longer work nor earn for 
themselves. 

We especially call your attention to the number of district offices being oper- 
ated by the Railroad Retirement Board, 102 in number, throughout the United 
States. 

We recommend that these district offices be consolidated, and that regional or 
divisional offices be set up, with fieldmen working out of these offices in the 
various rail centers, to advise and assist railway employees and their families 
in the filing of claims with the Railroad Retirement Board. 

Our Jacksonville, Fla., office is staffed by a manager, and seven employees. The 
function of this office is to file claims for railway employees in this area, which 
application is forwarded to the general office at Chicago, Ill. Any correspondence 
or followup in connection with these claims are mailed directly to the general 
offices at Chicago, I1l., as no records or files are maintained at the local office. 

We have three district offices in the State of Florida. The number of claims 
filed in this area does not justify the high overhead cost of maintaining these 
district offices, and is depriving railway employees of increased benefits because 
of this unnecessary expenditure. 

We notice in the recent report of the railroad retirement officials testifying 
before this committee, that “the retirement fund is operating in the red” to the 
tune of $172 million annually. 

Ie we are in the red we request that this committee delay all legislation on 
railroad retirement now before this honorable committee, and see where our 
money is, and why we are in the red. 

They also claim that 144 percent increase in taxes on employer and employee, 
will not be sufficient to get us out of the red, as there will still be a shortage of 
$22 million annually. 

In July 1954, the amendment to our retirement act increased the basic tax 
from $300 per month, to $350 per month. On July 1, 1954, there was in our 
retirement fund, $3,304,030,724. And on July 1, 1955, in our retirement fund, was 
$3,445,622,940, an increase of $141,592,216 in a period of 12 months. 

From July 1, 1955, there was $3,445,622,940; and on July 1, 1956, there was in 
our retirement fund, $3,571,318,622, an increase in a period of 12 months of 
$125,685,682. 

From July 1, 1956, to December 31, 1956, there was $3,586,544,096, an increase 
of $15,225,474, over a period of 6 months. 

The total increase for 30 months, from July 1, 1954, to December 31, 1956, was 
$282,503,372. This amount was the surplus retirement fund, after all annuities 
and cost of operation was deducted. 

The monthly cost of our retirement system is $55 million; which is a cost of 
$660 million annually. Under the present tax, $78 million monthly goes into our 
retirement fund, a total of $936 million annually. 

An increase of interest rates on our reserve fund from 3 percent to 3% or 4 
percent, would add: at 3% percent, $15 million; and at 4 percent, $30 million 
annually. 

Increasing the basic tax amount from $350 to $400, under the present tax, of 
64% percent on employee, and 644 on employer, would net $183 million annually. 

We recommend that the tax not be increased on the employee or employer. We 
recommend that this committee make provision for our reserve fund to earn more 
money at a higher rate of interest. 

Our present tax of $936 annually, with an additional $183 million derived from 
the increase from $350 to $400 monthly, and $19 million derived from increasing 
interest rate on our reserve fund from 3 to 3% percent, would make a grand total 
of $1,138 million annually. 
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Bill H. R. 5803, would most $12 million monthly, or $144 million annually added 
to our present cost, which is $55 million monthly, making a total cost of $67 
million monthly, or $804 million annually. 


yarn enens WU Tie ee $1, 138, 000, 000 
Wenuee Gene er Oat (il. Te Dee yn ce ea 804, 000, 000 
ET eee en ee eee 334, 000, 000 


This surplus would be ample to insure care of employees who retire in the 
future. 

Our organization wishes to go on record as endorsing and supporting provi- 
sion in H. R. 5803, to reduce the age of wives from 65 to 60 years for eligibility for 
annuities. In many «ases the husband, being 6 or 8 years senior to his wife, tries 
to work until the wife is eligible for her annuity, 

It is necessary for both the employee and his wife, to draw their annuities in 
order to maintain any semblance of the standard of living to which they are 
accustomed. And with annuities figured under the present computation law, 
based on the 1924-31 depression years, it is only by strict curtailment of ex- 
penses that they are able to manage at all under our present economy, and 
be able to buy the necessities they need at the present-day inflated prices. We 
also endorse and support the provision, that employees who have worked for a 
period of 30 years or have reached age 60, be eligible for their annuity. Em- 
ployees who kave worked 30 years or have reached age 60 should be retired in 
accordance with other retirement systems. 

Civil service employees retire at 30 years service at age 55, under civil service, 
the employee pays 3% percent, and the Goverment pays 314 percent. 

Municipal employees usually pay from 3% to 5 percent. They are eligible to 
retire after 20 years service, at 50 percent of their salary, and after 25 years, 
their annuity is increased to 60 percent of their salary. 

Under social security, who has the lowest tax rate, and pays the highest 
benefits, the employee and employer are taxed 2% percent, and women under 
social security are eligible for retirement at age 62. Railway employees receive 
less than 1 percent in benefits as compared with the social security pensions. 

Why are railway employees who pay the highest taxes of any pension group, 
6144 percent by employee, and 61%4 by employer, receive the lowest benefits? Cer- 
tainly railway employees are due some adjustment in their retirement annuity. 
Our tax rate is excessive, and should be reduced rather than increased, in accord- 
ance with other pension plans. 

In conclusion, it is a known fact that the rank and file, working railway em- 
ployees have not been consulted or considered in legislation for increased benefits. 
A group of top oflicials of railway brotherhoods have dominated the legislation 
on railroad retirement regardless of the desires of their membership, and for 
each small favor gained through efforts of the Brotherhoods, through their com- 
promises the workingman has been penalized with additional taxes, which 
further decreases their take-home pay. 

Our organization is on the ground-floor level with the rank and file employee 
men who are not high-salaried officials or top labor representatives, but the work- 
ing man who is trying to live and support his family on a five-day nominal salary 
of approximately $400 per month, less retirement tax, $22.85, less brotherhood 
dues, $25, less withholding tax, less hospitalization, etec., so you can see what 
their take-home pay amounts to, and each additional assessment through legis- 
lation or otherwise, works an additional hardship on them. 

The rank and file employes are for the amendments as outlined in H. R. 5805, 
and the financial status of our railroad retirement fund is sound, and surplus 
sufficient to take care of the cost involved with some left over. This fund be 
longs to the working men and women, who have paid their money in good faith 
into the fund, for the benefit of themselves and their dependents when they have 
reached the age of retirement. 

Speaking for and in behalf of our membership, and for the average rank and 
file employee, who has endorsed and is supporting H. R. 5803, we wish to thank 
your honorable committees for this opportunity to present our views on this sub- 
ject. We know that as fair-minded men, you will give our views your consid- 
eration. You are the men we are looking to for relief. You are in position to 
relieve the burden of the railway employees, as there are many inequities in our 
retirement act that needs correcting. 
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Instead of allowing our fund to build up to enormous proportions, it should be 
distributed in part by increased annuities to the employees who have contributed 
to it and are responsible for the present large surplus now on hand. 

We urge that this committee take into consideration all petitions and letters 
received, relative to H. R. 5803, sent in by railway employees and their families. 
This is the only way they have of letting you known their desires, and their ex- 
pression of confidence in your efforts in their behalf. 

Again thanking your honorable committees for your consideration and efforts 
in behalf of our membership and railway employees, both active and retired, and 
assuring you of our cooperation and support in future legislation, I remain 

Very truly yours, 
J. R. TAaywor. 





UNITED STATES OF AMERICA, 
RAILROAD RETIREMENT BOARD, 
Chicago, Ill., April 30, 1957. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: You recently requested that the Board furnish you with 
copies of a statement which it was preparing for Senator Morse on the pro- 
visions and benefits of pension plans in the transportation industry other than 
railroads. Unfortunately data on such plans apparently has not been collected 
by any agency, except in part. It was, therefore, necessary to secure such in- 
formation as was available in other agencies and to secure some of its from 
the industry directly. Because of the shortness of time to secure such in- 
formation, the table may not be as complete as it might be. 

I am enclosing a chart showing the provisions of 11 plans in the 4 other 
major segments of the transportation industry. These probably cover the 
majority of all employees in the transportation industry other than railroads, 
and the plans given are believed to be typical of all plans in the industry. There 
is also enclosed a table showing illustrative retirement benefits under these 11 
plans and under the railroad retirement system. 

A brief statement concerning supplementary unemployment benefit plans 
in other segments of the transportation industry is also enclosed. 

Sincerely yours, 
Howarp W. HABERMEYER, Chairman. 


RETIREMENT BENEFITS FOR EMPLOYEES IN INTERSTATE TRANSPORTATION 


The Subcommittee on Railroad Retirement of the Senate Committee on Labor 
and Public Welfare has requested the Board to obtain data showing how 
retirement benefits available to employees engaged in segments of the trans- 
portation industry, other than railroads, compare with benefits provided under 
the Railroad Retirement Act. To that end, Board personnel have made a quick 
survey of the available data on pension plans for transportation employees 
which provide benefits supplementing those under the general Social Security 
System. 

This statement does not duplicate any part of the ground covered by the 
Subcommittee on Welfare and Pension Funds of the Senate Committee on Labor 
and Public Welfare in its report of its study and investigations of welfare 
and pension plans dated April 16, 1956, except to some slight extent in con- 
nection with pension plans in the trucking industry. Even in that area, there 
have been a number of changes in the plans covering that industry, so that 
this statement will bring up to date some of the plans described in the report. 


NUMBER OF COVERED EMPLOYEES 


Precise information on the number of employees currently engaged in inter- 
state transportation is apparently not available. The Bureau of Labor Statis- 
tics has information indicating that the total number of employees in inter- 
state transportation (other than those for railroads and airlines), under labor- 
management agreements covering 1,000 or more, is well under 500,000. This 
figure excludes, as far as they could be identified, employees of companies en- 
gaged solely in intrastate operations. Another source indicates that the average 
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number of domestic airline employees in 1956 was about 130,000. From these 
two sources, then, it would appear that the total number of nonrailroad em- 


ployees in interstate transportation is not less than 600,000, distributed by type 
of transportation as follows: 


Nee a I al mh cei ee ee 310, 000 
I ao faci occ cies aecag eee alkaline te sda ahedienaallmsathiiatanatadai: din eine Paiste 130, 000 
raed Cate tent etal 2 Held 75, 000 
a a a i iat lhe 75, 000 
ae snmsnncacgasp iadaisihaiadamacsoapiian aaah webaeiainenminkice aaa sd eli 20, 000 


Of the above figures, the one for buslines is probably the least accurate. 
There are several interstate buslines employing fewer than 1,000 employees 
each. In submitting a copy of its pension plan to the Bureau of Labor Sta- 
tistics, the Greyhound Lines reported its plan covered from 15,000 to 20,000 
employees, including employees of its subsidiary lines. 

Probably the great majority of employees in each branch of interstate transpor- 
tation is covered by supplementary pension plans. Although the total number 
of individual pension plans could not be ascertained, copies of 11 plans were 
obtained and summarized. These include 5 covering water transportation and 
related operations, 3 for the trucking industry, 2 for airlines, and 1 for buslines. 
Collectively, these 11 plans appear to cover more than half of all employees in 
nonrailroad interstate transportation and, for the most part, appear to be fairly 
typical of the segment of the transportation industry to which they apply. 


COMPARISON WITH RAILROAD RETIREMENT SYSTEM 


One distinctive feature of the railroad retirement system, as compared with 
supplemental pension plans in other segments of the transportation industry, 
is its provision for nationwide coverage of railroad employment. Private pen- 
sion plans generally cover a single employer only, and an employee transferring 
to another employer loses his pension rights. In some plans, employees may 
transfer to jobs with other employers participating in the plan without loss of 
service credits. 

The normal retirement age under the supplementary plans is usually 65; some 
plans provide for normal retirement at age 60 for employees in relatively 
hazardous occupations, or for women. About one-half of the plans provide for 
prenormal retirement, usually at age 60 at a reduced rate, as in the railroad 
system. Disability retirement is provided in about one-half of the plans but, 
except for the Greyhound plan, only on the basis of total and permanent dis- 
ability. The railroad retirement system provision for occupational disability is 
found only in the Greyhound plan. In comparing the disability provisions of 
the railroad retirement system with those of the supplemental plans, it should 
be borne in mind that the railroad retirement system has provided for both 
total and occupational disability for many years, while the plan provisions are 
relatively new and the Social Security System will only begin to pay such 
benefits in July 1957, and then only on the basis of total and permanent 
disability. 

About half of the supplemental plans provide for flat amounts of pension, 
while in the remainder the pension varies with length of service. The Grey- 
hound plan is the only one providing for both a varying pension and for a 
minimum pension. The Central States Trucking plan is unique in that it pro- 
vides for a relatively high amount ($90 per month) for the first 5 years after 
retirement and for a substantially smaller amount thereafter. 

Under all plans, the amount of pension is supplemental to and is not affected 
by the amount of benefit under the Social Security System. The Greyhound 
plan provides for a higher prenormal benefit at the option of the employee, with 
a reduction when social security benefits become available. Similarly, there is 
no restriction in the railroad system on the simultaneous receipt of retirement 
benefits under the Social Security System based on nonrailroad credits, as long 
as the “overall social security minimum guaranty” does not apply. 

Very few of the plans provide for vested rights to retirement benefits, and 
these are for the most part the contributory plans. Generally, under the plans, 
rights to pensions vest only after retirement, and only to the extent that funds 
are available to pay them. Rights to pensions are usually based on continuous 





1 Monthly Labor Review, March 1957, table A-2, p. 581. Air 
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or nhear-continuous service; breaks in service almost invariably result in loss 
of service credits. In contrast, under the railroad plan, rights to retirement 
annuities vest permanently after 10 years of service, and continuity of service 
is not a requirement for eligibility. 

Only 3 of the 11 plans (the airline plans and that of the Greyhound Lines) 
are fully contributory, in contrast with the railroad retirement system in which 
both employers and employees contribute equal amounts. One plan provides 
for employee contributions only for the first 2 years of the plan. Employer 
contributions are usually on the basis of a fixed amount per unit of covered 
service. Eight of the plans are of that type, while for the remaining three, 
employers contribute only the amounts necessary to maintain the plan funds on 
a sound actuarial basis. For the three plans in which employees contribute, 
comparison with the railroad retirement system is difficult because of the make- 
up of the contributions formula. 

All plans are subject to termination, either on a fixed future date or at the 
discretion of the trustees or company, as the case may be, while the railroad 
retirement system may be modified only by law. Invariably, each plan provides 
that, in the event of termination, amounts remaining in the trust fund are to be 
distributed solely to present or future pensioners. None of the plans has a 
provision similar to the residual guaranty of the railroad retirement system, 
and none has the same degree of assurance of permanent life as does the rail- 
road system. 

The principal features of the 11 plans are outlined in an attached tabular 
summary which includes, for convenient comparison, comparable information 
on the railroad retirement system. Except for contribution rates, no informa- 
tion on costs was readily available. An illustrative table showing monthly re- 
tirement benefits (including social security benefits) is also attached. 


Monthly retirement benefits payable under plans of selected companies (includ- 
ing social security benefits) in interstate transportation and to railroad em- 
plovees with specified earnings and services 


20 years’ service 25 years’ service | 30 years’ service 


Retirement plan | Monthly wage | Monthly wage Monthly wage 


| 


$250 $300 $350 $250 $300 $350 $250 $300 | $350 


Water transportation: | | 
National Maritime Union $153. 50\$163. 50}$173. 50}$153. 50)$163. 50| $173. 50/$153. 50)$163. 50'/$173. 50 


ILWU-PMA 188. 50) 198. 50} 208.50) 188.50} 198. 50} 208. 50} 188.50) 198.50] 208. 50 
New York Shipping Association- | | | 

ILA 153. 50} 163. 50) 173. 50} 153. 50) 163. 50) 173. 50) 153. 50) 163. 50) 173. 50 
Masters, Mates and Pilots pen- | | | | | 

sion trust | 188. 50} 198. 50; 208.50) 188. 50) 198. 50) 208. 50) 188. 50} 198. 50) 208. 50 
New York marine towing and | | 

transportation industry } 122. 50] 132.50} 142. 50| 122.50) 132.50] 142.50) 122. 50) 132.50} 142. 50 

Trucking industry: | 

Road Carrier Local 707 138. 50} 148. 50} 158. 50) 138.50) 148.50) 158.50) 138.50) 148. 50) 158. 50 
Central States Pension Fund ! 178. 50} 188. 50} 198. 50) 178. 50) 188.50) 198. 50) 178. 50) 188.50) 198. 50 
Western Conference of Team- | | 

sters ? 130. 30} 140.30} 150.30} 140.30) 150.30) 160.30) 150.30) 160.30) 170.30 


Bus lines: Greyhound Lines Ei- | 
ployees Retirement Annuity Plan ?_| 133.93) 153.01) 175.00) 133.93) 153.01, 175.00) 133.93) 153.01) 175.00 
lirlines | 
United Airlines (ground person- | 


nel) 138. 50| 166.33) 194.17) 151.00) 181.33) 211.67) 163.50) 196.33) 229.17 
Northwest Airlines 132. 40; 153.75) 175.09) 141.78) 165.00) 188. 22! 151. 16) 176.25) 201.35 
Railroad retirement 5 106. 40} 121. 60)4123. 50) 133.00) 152. 00/4153. 90) 159. 60) 182. 40)4 184. 30 


NotI For purposes of computing benefits, retirement was assumed to take place on January 1, 1957. 
Benefits include the amount payable under social security to employee, but do not include the wife’s an- 
nuity. The wife’s benefit under social security would be $44.30 in the case of employees with average wages 
@f$250, $49.30 for wages of $300, and $54.30 for wages of $350. Under RRA the wife’s annuity would be % 
of amount shown with a maximum of $54.30. 


Annuity for first 5 years of retirement; it is reduced by $67.50 thereafter. 

2 Benefits were calculated on the assumption of 160 average hours per month 

+ Asof Jan. 1, 1957, maximum years of service for Greyhound Lines’ plan was 1742 years; minimum annuity 
is 50 percent of average wage. 

4 Maximum creditable compensation under Railroad Retirement Act was raised from $300 to $350 July 1, 
1954; annuity was computed using $350 average for 244 years and $300 average for remainder of service. 

’ Beneficiaries under the Railroad Retirement Act may in addition receive benefits under Social Security 
Act if qualified under that act. 
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506 RAILRVAD RETIREMENT AND UNEMPLOYMENT INSURANCE 


SUPPLEMENTARY UNEMPLOYMENT BENEFITS IN ForRMS OF TRANSPORTATION 
COMPETING WITH RAILROADS 


According to available reports, supplementary unemployment benefit plans 
have not yet made any significant entry into nonrailroad interstate transporta- 
tion with the exception of the Atlantic and gulf coast shipping in the National 
Maritime Union wage agreement and in some Great Lakes shipping on boats 
owned by subsidiaries of steel companies. In the latter case, the benefits and 
financing are similar to the United States steel plan summarized in the testi- 
mony of Mr. Eli Oliver, except that benefit eligibility is limited to a shipping 
season of about 40 weeks. The National Maritime Union plan covers unlicensed 
personnel of 115 operators with a total coverage of about 40,000 seamen. It is 
designed primarily to cover seamen at times when they normally are not 
eligible for State unemployment compensation. 

Separation pay is a related form of fringe benefits that occurs occasionally. 
However, the only severance pay agreements of importance discovered in other 
forms of interestate transportation are those for ground crews of two major 
airlines—American Airlines and Pan American Airways. In the former, sever- 
ance pay ranges from 2 weeks pay for employees with 2 years’ service up to 
8 weeks’ pay for those with 8 years or more service. In the latter, severance 
pay ranges from 2 weeks’ pay for employees with 1 or 2 years’ service up to 
10 weeks’ pay after 10 years’ service. Other dismissal pay agreements dis- 
covered provided 1 or 2 weeks’ pay only if the employer failed to give advance 
notice of furloughs. 

The information for this statement includes all that was available at the 
Bureau of Labor Statistics, Maritime Commission, Airlines Personnel Research 
Conference, and the American Trucking Association. Brief summaries of the 
two plans mentioned are attached. 


SUPPLEMENTAL UNEMPLOYMENT BENEFIT PLAN FOR GREAT LAKES SEAMEN EMPLOYED 
BY SUBSIDIARIES OF STEEL COMPANIES 


Contributions 


Regular contribution of 3 cents an hour for each hour worked, or such part 
as is needed to maintain the fund at “maximum financing.” “Maximum financ- 
ing” is the product of 10144 cents per hour multiplied by the total number of 
contributory hours in the first 12 of 14 months preceding the first day of each 
month. There is also a provision for additional contributions into a ‘“‘contingency 
fund” if and when necessary to provide the benefits of the plan. 


Benefits 


Weekly benefits are to total 65 percent of normal take-home pay as adjusted 
by a tax table and based on the average for a 56-hour week in the first 3 of the 
last 6 months preceding unemployment. Unemployment benefits from State laws 
are deducted, with a maximum supplement of $35, plus $2 per dependent for 
not more than 4 dependents. If State benefits are exhausted, the maximum is 
$66.50 plus dependents’ allowance. 

Duration of benefits depends on credit units and status of fund. Normally 
benefits are paid 1 week for each 14% credits. 


Lligibility 

To be eligible an employee must have at least 2 years’ service, and (1) work 
in 6 of the 12 preceding months, 12 of the preceding 24 months or 18 of the 
preceding 36 months, or (2) work at least 1,100 hours in the preceding 12 months. 
Twenty-six credit units are earned in 40 weeks and a maximum of 52 weeks’ 
credits may be accumulated. Credits are accumulated more rapidly than for 
steel workers and charged off more rapidly because the shipping season is nor- 
mally about 40 weeks. For this reason also, benefit payments are limited to the 
40-week period beginning with the last Sunday in March. 


SUPPLEMENTARY UNEMPLOYMENT BENEFIT PLAN FOR UNLICENSED PERSONNEL 
COVERED BY NATIONAL MARITIME UNION AGREEMENT 


Contributions 


This is an industrywide plan covering 115 operators (40,000 seamen) on the 
Atlantic coast and Gulf of Mexico. Employer contributions are 25 cents per man 
per day. 
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Benefits 


Weekly benefits are $30, if not eligible for State benefits, and $15, if State 
benefits are payable. Maximum durations are as follows: 

1. Layoff: 3 weeks. 

2. After recovery from disability which caused employee to leave vessel: 5 
weeks. 

3. If disability prevents reshipment: 13 weeks while disabled and 5 weeks 
after recovery. 

4. If care of disabled spouse causes employee to leave vessel or to extend 
leave of absence: 2 weeks of emergency, and 5 weeks total. 

5. If legal proceeding prevents reshipment: 2 weeks while engaged, and 5 
weeks total. 

6. Periods of unemployment after vacation time: 4 weeks. 

Overall maximum is $180 in 365 days, not including disability benefit which 
may be paid for 13 weeks. 
Bligibility 

Regularly employed seamen with rights to reship are eligible. A seaman is 
considered regularly employed if covered by welfare benefits under National 
Maritime Union welfare program, or in a regular employment pool as deter- 
mined by bargaining agreements and in covered employment at least 500 days 
in the 36 months preceding claim, or in covered employment at least 200 days 
in the 365 days or in the calendar year preceding time of claim. 


(Thereupon, at 12: 15 p. m., the committee adjourned. ) 





